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THE CHAIRMAN: Call the meeting to order. 

The Toronto Stock Exchange and the Montreal Stock Exchange. 
I think we might as well proceed, gentlemen, because 
we have got to get through and no doubt the othes will 
be here in due course. 

I don't know, Mr. Graham, if you propose 
to make a statement before we put some questions to 
you or whether you want us to go right ahead. 

MR. GRAHAM: No, we had not intended to 
make a statement, but I might just take this opportunity 
of introducing our team to the members of the Commission. 

Next to me on the left is Mr. George 
Gardiner, who is Chairman of our Board of Governors. 
On his left is Mr. Marshal Stearns, who is vice-chairman 
of the Board of Governors. Next to him is Mr. W. L. 
Somerville, Executive Vice-President and, like myself, 
a full time paid employee of the Exchange. 

In the outfield we have Mr. Moysey, who 
in the stock exchange is chairman of the committee 
which we refer to in the brief as the Filing Statement 
Committee. Next is Mr. Breckenridge, who is the 
Chairman of the Floor Procedure Committee, and on the 
left flank Mr. Steiner, who is a governor and the 
chairman of the Listing Committee, and we think that 
this group may be able to deal with any questions you 
may have to ask. 

THE CHAIRMAN: Will you proceed with the 
questions. 
COMMISSIONER HARROLD: Mr. Chairman, I 


would like to start off with a couple of questions on th 
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functions of the industry. Your brief indicates most 

of tne revenue for members of the brokerage business 

does show a percentage that comes from trading and 
underwriting. Is there any breakdown of that percentage 
Is it mostly from trading or mostly from underwriting, 
and if so, how much? I think the percentage is from 

7 to 14 per cent, which is accounted for by trading 

and underwriting. 

MR. GRAHAM: Your question is how much 
of it is underwriting; how much of the revenue 
comes from underwriting and how much from trading? 

MR. GARDINER: Unfortunately, Mr. Pettit, 
who is the stock exchange auditor who is responsible 
for the merging together of the revenue statements 
and the balance sheets of the firms involved is not 
here yet, but this is a confidential matter for members 
of the stock exchange who put these together, and he 
will be here later on in the morning and will be able 
to answer that question. My suspicion is that it would 
be mostly underwriting, but this is only a guess. 

COMMISSIONER HARROLD: You say, then, arising 
out of that question that there is a trend towards more 
underwriting by the members of the stock exchange 
than there has been in the past; is that a trend or isn't 
it a trend? 

MR. GARDINER: This is my personal opinion 
and other members may disagree, but I think what has 
happened is that the old-time members of the chee 
exchange, those who acted as agents, are slowly doing 


a little more underwriting business where, on the other 
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hand, the old-time underwriting firms are doing more 
Stock brokerage business, and I think that this definitel 
is a trend. This is my personal opinion. 

MR. STEARNS; I think also there has been 
a trend over the last few years of I.D.A. members who 
have done a considerable amount of underwriting, which 
would increase that. 

COMMISSIONER HARROLD: In other words, there 
is more variation between I.D.A. members and former 
members of the stock exchange? 

MR. GARDINER: Definitely. 

MR. GRAHAM: Mr. Steiner may have something 
to say_on that. 

MR. STEINER: Only to support this statement. 

COMMISSIONER HARROLD: Have you any reasons 
to give why this is happening? You mention the 
complete services; is that probably the answer to it, 
more complete services? 

MR. GARDINER: You mean the reason there are 
more brokerage firms now doing underwriting or more 
underwriting firms doing brokerage business? 

COMMISSIONER HARROLD: Either way? 

MR. GARDINER: All right. Yes, I think ,one 
reason is a more complete service. Also, I think that 
strictly in the brokerage business in many years itis 
very hard to make a profit and I think that the object 
of underwriting sales enables the firm to make a profit, 
where in another year it might not. 

MR. STEINER: You should understand that the 


figure on underwriting which you have does not in any 
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sense represent participation of the total industry in 
underwriting. You are looking at the stock exchange 
member figure. The vast bulk of underwriting is done 
by the I.D.A. affiliates or by firms that possibly have 
no exchange policy. We are here discussing a division 
of revenue between brokerage and underwriting as it 
applies to stock exchange member houses. 

MR. GARDINER: As an example, I don't know 
whether you know it, but the Ames partnership -- which 
is the brokerage business -- are the figures given in 
here, whereas the Ames underwritings are with the I.D.A. 

COMMISSIONER GIBSON: If I can ask a supplementary 
question, I am a little surprised to hear you say that 
the underwriting function is tending to increase on 
the part of some of the firms with the decline in 
mining financing, associated with the concentration in 
big concerns in the mining business and also with the 
lack of enthusiasm about goid in the post-war period; 
is this just a recent trend or is there actually a trend 
for more underwriting on the part of stock exchange 
members? Am I wrong in this? 

MR, GARDINER: It is hard to generalize. I 
don't know if we have statistics to show this, but I 
can talk about my own firm, and what has happened is 
that straight brokerage has gotten into underwriting 
ventures and I think this is true about a great number. 

MR. STEARNS: I agree with that, Mr. Chairman. 

MR. GARDINER: There certainly is a definite 


trend; more companies are going public each year, and 
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I think there is more interest. 

MR. SOMERVILLE: It is not a long term 
trend; it is more apparent in the last three or four 
years on short term rather than over a ten year period. 

COMMISSIONER GIBSON: It is not so closely 
associated with the mining industry? 

MR. GARDINER: The oil industry came in in 
1948 and 1949, and this created a lot of underwritings 
in firms that didn't underwrite before. This was a 
new industry where every firm had an opportunity of 
getting in. They were not old line connections and 
I feel that there certainly Were a greater number of firms 
underwriting as a result of the oil industry than there 

were before. 

COMMISSIONER HARROLD: I have no more question 
on the functions, but I do have a question on the 
structure. The Montreal people are not here yet, but 
I notice in the statistics of the two different briefs 
it is suggested in Montreal the number of members in 
the Montreal group has increased in the last twelve years 
by 25 per cent, whereas the Toronto group doesn't show 
any increase or, I believe, there is no table in any 
event showing an increase in the number of members of 
the Toronto Stock Exchange; is there any explanation for 
this or is there a different way of setting out your 
membership list, or what is the reason for it? 

MR. GRAHAM: Our membership has remained 
constant at 113 authorized members. I don't know whether 
Montreal have increased their membership or whether 


there were a number of vacancies that have been filled. 
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Perhaps somebody here knows that. 

MR. GARDINER: I don't know. 

MR. GRAHAM: You mean people that hold seats? 

COMMISSIONER HARROLD: No, the ones that 
are dealing with the public. 

MR. GARDINER: Member firms? 

COMMISSIONER HARROLD: Yes, dealing with the 
public. 

MR. GARDINER: Member firms are the members 
and I think in Toronto it is 98. I know that Montreal 
had a lot of what they called floor brokers at one time 


where they did nothing else but trade on the floor and 


‘didn't deal with the public, but I don't think they are 


around any more, and as a result these memberships 
transferred over to active firms. 
As far as Toronto is concerned, we have 
113 seats and that is all we Mmve had since the ececer 
of the stock exchange in 1934, of which there are 98 
Ladies firms, because it is shown on the tables that 
some firms have more than one seat, because you have 
to have more than one seat if you want that number of 
attorneys on the floor. 
THE CHAIRMAN: We will stop here for a moment; 
I understand that the Montreal Stock Exchange is without. 
MR. KIERANS: I apologize for being late, 
Mr. Chairman. There was a mix-up as to the place of the 
hearing. \ | 
Now, I would like to introduce —! and 
the members who are with me. Iam E. Kierans, president 


of the Montreal Stock Exchange and the Canadian Stock 
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Exchange, On my right is Mr. P. B. Reid, chairman 
of the Montreal Stock Exchange, and on his right is 
Mr. Ivan Martin, Vice-chairman of the Montreal Stock 
Exchange. At the extreme right is Mr. George A. 
Cruickshank, Executive vice-president of the Montreal 
Stock Exchange and the Canadian Stock Exchange. 

In the second row is Mr. Guy Hudon of the 
Canadian Stock Exchange; Mr. J. D. Kadlec, consultant 
in the preparation of our briefs Mr-°H. ?R: Wheeler, 
of the Canadian Stock Exchange; Mr. Tom O'Hara of the 
Montreal Stock Exchange and Mr. J. T. Thompson, vice- 
Chairman of the Canadian Stock Exchange. 

THE CHAIRMAN: In questioning the Toronto 
Stock Exchange on the functions of the industry, we 
haven't proceeded very far, so we will continue now. 

COMMISSIONER HARROLD: The questions which 
I had asked before the Montreal group came in had to 
do with the structure, and I noticed in comparing: the 
members of the Montreal Stock Exchange and the Toronto 
Stock Exchange that it showed that the Montreal and 
Canadian Exchange had increased over the past twelve 
years the member firms dealing with the public by 25 per 
cent. My question was asking for an explanation or 
the reason for this increase. 

MR. KIERANS: We haven't, as far as I know, 
increased the number of seats; what may have happened 
is that the active firms dealing with the public may 
have increased. That is, other seats may have been 
taken up; some of our members may have had two or three 


seats and sold them. 
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MR. CRUICKSHANK: I think that would be the 
answer, 

MR, KIERANS:. There were a lot of seats just 
held nominally, and with the greater activity on the 
exchange those have come to have more value and have 
been purchased by active members. 

COMMISSIONER HARROLD: Because of the increas 
of greater activity? 

MR. KIERANS: I would think so. 

COMMISSIONER HARROLD: As to the branch office > 
has there been a trend towards organized offices in 
Canada in the post-war period? 

MR. GARDINER: Very much se, 

COMMISSIONER HARROLD: These branch offices, 

I suppose, have had mainly the retail business? 

MR. GARDINER: Well, you mean retail rather 
than wholesale? 

COMMISSIONER HARROLD: Yes. 

MR. GARDINER: Yes, I would think so. 

COMMISSIONER HARROLD: Would you say that 
the retail market is diminishing in importance relativel 
or absolutely because of the institutionalization of 
savings? 

MR. GRAHAM: You mean by "retail market" 
the individual buyer of securities as opposed to the 
institutions that have grown up? No, I would say 
that the number of individual buyers has increased 
very greatly in the past few years and this ee 
is due to some extent by the activities of the stock 


exchanges themselves in trying to induce people to buy 
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equities because they believe this is a good thing, 

COMMISSIONER HARROLD: Is there any increase 
towards branches of Ganadian firms in the United States? 

MR. GARDINER: The number of branches of 
Canadian firms in the United States can be almost counted 
on one hand, and in the past three years it has perhaps 
been an increase of one or two, which is hardly a. 
Significant amount, but perhaps a Significant percentage, 

MR. SOMERVILLE: I think I can answer that; 
for tax reasons most branches of Teronto firms are 
operated as American corporations. They are all in 
New York City and they are mostly trading outfits 
rather than dealing with the public and they are 
incorporated under American law and pay American taxes, 
So they wouldn't be categorized as a branch of the 
Torento firm. 

MR. GARDINER: They are really an affiliate, 

MR. SOMERVILLE: Yes. 

COMMISSIONER HARROLD: In the Montreal brief 
I believe the statistics indicate that the main growth 
is in the medium sized firms. Would you suggest that 
there is an optimum size of firm? Is that the reason 
the medium sized firms are probably growing more 
relatively? 

MR. KIERANS: I wouldn't know how to explain 
that, the medium sized firms growing. Actually, we 
have noticed that our larger firms are getting stronger 
with the opening up of branch offices, and so on. It 
may have been just the normal growth of the medium sized 


firms. The smaller firms are disappearing. 
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COMMISSIONER GIBSON: But there are great 
variations in size? 

MR. KIERANS: Your research facilities and 
all the things which can give better service to the 
client are what is making the larger firms the more 
accepted form of organization. 

COMMISSIONER GIBSON: Is there any optimum 


size? When you get to a certain size, is that big 


enough to be really efficient? 

MR. KIERANS: I don't think there is any 
optimum size. 

MR. REID: I wouldn't know of any. I think 
it is just the development, but probably some of the 
firms have merged and the smaller firms are probably 
diminishing in importance because of the way business 
is going presently to the medium sized firms. Eventually 
they may become bigger as well. 

COMMISS IONER GIBSON: But there are still 
advantages in being bigger and in specializing, and so on/ 

MR. KIERANS: Very definitely. 

COMMISSIONER HARROLD: This would be more 
prevalent in the underwriting end of the business 
rather than the brokerage end, would it not, isn't 
size important? 

MR. KIERANS: Stock exchange members get out repo 
on corporations, and all of this is part of the service 
provided by the member firms of our exchanges and 
you have to have the money to have a sophisticated 


research staff and not just one or two young college 


graduates. 
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1 MR. GARDINER: May I ask a question? 


2| What do you mean by advantages? 


3 COMMISSIONER GIBSON: Efficiency. 
4 MR. GARDINER: Nothing to do with profitability 
5 COMMISSIONER GIBSON: Yes; efficiency has 


6] to do with profitability in unit costs, let us say. - 

7 MR. GARDINER: Yes, but your unit income 

8 might be a lot smaller in a large firm too because 

9 of the branch business. I am speaking of the costs of 

10 doing business, and I would think that a medium-sized 

11 firm, in relation to capital,would be more profit- 

12 able than a large firm, 

13 COMMISSIONER GIBSON: But still amedium- 

14 sized firm would want to get bigger because of certain 

15 advantages with respect to the availability of expert 

16 advice it could hire, and so on. 

17 MR. GARDINER: Yes, except the costs go 

18 up. If you want to argue profit-wise I think it could 

19|| be said there might be an optimum size. There could 
20. be. I think the larger you get the higher your 

21] costs, and therefore your net per trade will be much 

22 smaller because you spread out and do business through- 

23 out the country, whereas one small firm with very low 

24 overhead and no branch offices will have a much 

25 higher income per trade, even though it cannot perform 

26 the same services and get the same business. 

27 COMMISSIONER GIBSON: The statistics of 

28 the Toronto Stock Exchange, and those of the Montreal 

29 Stock Exchange even more, suggest that the most 


30 rapid percentage growth has been in the medium-sized 


» , 
— 
> 


OE 
Bs ’ We 


: tere ail eaaa 
enotiesup 2 ves 1 yaM “SHSMIGAAD cM 
Seogsinevbs yd nsem voy ob Jadi is : 

‘ .yorsto£ tte :MOBETO AAMUOTSATMMOO ie 
titdetitorg dttw ob o¢ sninven <ARMIGAAD .AM- 
esd yonofottte ~eeY :woedin ABMOTecTMMOD 

“ Nbe ey dol .eteoo did an ytilidss ftor djtw ob o¢ 
smoont tiny tvoy tud ,@eY :AAWMIGHAD .AM 
aausood cot mri? egiref s mt telisme gol s ed trgim 

to edeoo oft to antdseqa me I .eeentexd donsid ‘edt ‘to 
pesihe ny Sanat a jedt wabtedd blvow I ons .ementeaud gafob 
-diIorq strom sd bluow,[sdiqso og aottsaley at .~mclt 
smurtt esisl s asad elds 

=-mytbems Lftte du@ 2M0edlo AaMOLeeIMMOO 
nistres to sensosd tsyatd tog ot dasw blyow mrft beste 
treqxe to ysilidsiiave odd od dosqaes ditw esystasvbds 
10 08 brs .ottnh bivos t£ eolvbs 

og ateoo edt Sqsoxs ~esY :ARMIGHAD: .AM 

bilyoo gh xntdt I setw-t+iterq susie ot dasw voy TI .qu 
Bilyes srsAT .ewte mumttqo ms ed tdaltm ersrid bise od 
yuoy tsdaid ed¢ deg yoy wesisl edg Anidd I .sd 

down sd [litw obsit req tem twoy etotesedd bas .eteoo 
-fauornd agentaud ob bre tuo bsetqa voy sevrsood toflsme 
wol vrev d¢diw mrtt tisme sno a@seteiw .yvrsavos edd gio 

~ dowm s svafi Iftw esoltto oust on bas beedtavo 
mrotisgq eT Agvodd Mave ~ebsird sq emoont redgid 
_asonteud emea odd geg bas cootviee omsa ont 

to gottatisde eT :M0ekly AAMOLe2IMMOd 

Lssit nom ox to 9eodd pans .sgmsdox Hooste odmotel sid 


m 


tzom odd tent teogyye ,stom meve eynecioxd Aoose 


-. betie-mutbem sdt at nesd asd ddwo1g egstneored 4 


Nethercut & Young - 4631 - 


Trento, Ontario : 
firms. I think this is rather Significant. Does this 
mean that perhaps the medium-sized firms tend to 
Specialize a little more and get a higher return per 
unit of operation? 

MR, GARDINER: I would think so, 

COMMISSIONER HARROLD: You are suggesting 
that a branch office doesn't seem very profitable? 

MR. GARDINER: That would be a matter of 
opinion. 

COMMISSIONER LEMAN: It has been suggested 
to us by the Investment Dealers' Association that the 
costsof spreading out to the country outside the large 
metropolitan areas, at least in the bond business, <== 
the costs are relatively high and this has been an 
impediment. How does that argument stand up in the 
light of the sales of stock outside immediate centres 
where the brokerage offices are located? 

MR. MARTIN: I think that is offset by the 
increased volume you get through your branch office 
system. Even though, as Mr. Gardiner mentioned, your 
unit costs are higher, your volume offsets this. 

COMMISSIONER LEMAN: One thing that is 
striking in all the statistical studies that have been 
made showing the holdings of equity securities, 
especially in the Province of Quebec, that the 
Montreal Stock Exchange has put in itsbrief, is that 
no mention is made of the sales effort that has been: 
made throughout the country. Is this not an important 
factor to be taken into consideration? 


MR, KIERANS: There are not enough branch 
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offices in the Province of Quebec. It is difficult to make 
a branch office pay in Rimouski, Chicoutimi or wherever ilt 
may be, because of the relatively low level of interest fe) 
the French Canadian in equities, So, it is difficult for our 
members to make a branch office pay. 

COMMISSIONER LEMAN: Are we facing a bit of a 
chicken and egg problem ? 

MR. KIERANS: No. This situation is changing i 
the province and I think conditions are such that member [firm 
are beginning to expand their operations in the province 
because they can now reach more quickly a break-even poinlt 
in their operations in Chicoutimi or in Sherbrooke. This is 
part of the general awakening in Quebec. 

COMMISSIONER GIBSON: In answer to a question 
by Commissioner Harrold one of the vepresentatives said 
that the retail market for common stocks was not diminishjing 
relative to the general growth of the economy. We have 
seen a lot of evidence of increasing -- this is an awful 
word - institutionalization of savings, not just to 
insurance companies and banks but the latest type of thin 
has been the mutual fund which has been operating and is 
available to the very people to whom you sell stocks. - 
Surely this must have reduced the increase which would 
otherwise be expected in the retail purchase of stock, 
is that not correct? 

MR, GRAHAM: I would think it is a fair 
assumption that it would. A good many people are 
buying into mutual funds, and if those mutual funds 
were not available they would perhaps buy on their own. 


COMMISSIONER GIBSON: You would have a more 
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receptive. market for individual sales under those 


circumstances? 


MR, GRAHAM: I would assume that would be 


SO. 

MR, GARDINER: I do not think that is 
necessarily true. A lot of people who would not buy 
common stocks before have now become sold on mutual 
funds and have become educated in this way of thinking 
and as a result would show more interest in buying 
common stocks. 

MR, KIERANS: I would agree completely 
with Mr. Gardiner, for I think the mutual funds in 
other institutions have done a great deal to spread 
the gospel of investing in equities. Their promotional 
and sales efforts have been proportionately very 
strong. 

COMMISSIONER GIBSON: This is what I want 
to get. In other words, you think there is a growing 
interest in the community in the purchase of equities 
and this would benefit the retail business you do 
as well as the mutual funds? 

MR. KIERANS: Oh, yes. 

MR. GARDINER: The volume of business in the 
stock exchange is going up, true enough, and despite. 
the fact individuals might not have as big a percentage 
as they had beforehand, there are more of them and 
they are buying moré than they were before, 

THE CHAIRMAN: Statistics show that brokerage 
commissions have been going up, Have you any figures 


about the number of individuals, not transactions, 
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that are involved? 

MR. GARDINER: No. 

MR. GRAHAM: This is one of the things we 
have not got and it might be one of the points that 
the Commission might suggest to the Dominion Bureau 
of Statistics that it do a survey on in the future. - 

THE CHAIRMAN : This could be obtained from 
individual firms./ In other words, the number of 
active eso mets on their books in any one year would 
disclose this. 

MR. GRAHAM: Yes. 

MR. STEINER: That would involve quite 
a bit of duplication in that many clients deal with 
more than one firm. 

THE CHAIRMAN: This is something you would 
have to accept, but at least you would see a trend. 
There would not be absolute figures but you could 
get comparative figures. 

COMMISSIONER GIBSON: You talk about an 
increasing interest in the United States in Canadian. 
stocks. Would anybody care to say a word or two 
about the problems of selling Canadian equities to 
Americans these days? Do you find any particular 
barrier in the way or any particular attitude? 

MR, MARTIN: I think you run into two very 
distinct fields there. One is the seasoned equity, which 
has a good demand. \A lot of the buying is done 
in the New York market, And then ,of course, you 
have the strictly outright speculations which we 


suspect are done, perhaps in some instances from this 
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country, for the most part on an illegal basis. There 
seems to be a lot of speculative Security, but it 
seems that aflood of securities have gone down 

to the United States by means which I do not think 
are part of the operations of anybody represented 
before this Commission this morning on the Montreal 
or Toronto stock exchanges, but a lot of brokers 

have undoubtedly sold securities in the United States 
which would not be sold in Canada, not having been 
legal. 

MR. REID: I do not think I would call them 
brokers. I would prefer to call them stock pushers - 
who, through the boiler shop operations, have sold 
quite a few stocks over a wide area in the United 
States, We get enquiries about this later on after 
the market has disappeared. They have been pretty 
much pure swindles, and this has been somewhat of 
a problem. 

COMMISSIONER GIBSON: And this would 
damage your name, 

MR. REID: Yes, this damages our name. 
Probably the original promoter might not have been 
a Canadian at all. 

COMMISSIONER GIBSON: There has been a 
waning of interest in Canadian first-class stocks 
in the last couple of years in the United States. 
Would you care to say anything about that? 

MR. REID: I would say it is due to the 
lack of improving profits and dividends of Canadian 


stocks. Our economy has not gone very far in the 
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last five years, and there has been very little 
appreciation in most of our stocks, 

COMMISSIONER GIBSON: There have been quite 
big swings in American interest, Are you concerned 
about this at all? 

MR, REID: I have been rather happy to 
know it has not had as much effect as it could have 
had. The liquidation has been more or less orderly. 
It is probably still a problem for us. I do not 
know how serious it will be but so far it has not 
been really too serious. 

MR. MARTIN: I think some of the attrition 
has taken place place as a result of the new Estates 
Tax Act that was put on the statute books in the 
last couple of years; this coupled with certain 
threatened legislation in the United States. I 
think there has been quite a bit of attrition on 
that account. 

COMMISSIONER GIBSON: Is there any feeling 
of nationalism among Canadian houses? Do they 
make a vigorous effort to sell as much as they 


can in Canada? 


MR, REID: I would say you sell stock 
wherever you can sell it, 

COMMISSIONER GIBSON: In other words, it 
is a market. 

MR. REID: Yes. 


MR. O'HARA: I think research has a lot 
to do with it. We know very little about American 


stocks, whereas our own research department knows a 
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good deal about Canadian. Somebody walks in and 
asks you about a company in the United States. You 
have never heard about it, and you have to rely on 
someone else for your information and you are not 
inclined to go out and sell American stocks in 


that case. 


MR. KADLEC; At the present time a study 
is being made to formate certain statistics on 
American investment in Canada. As you may know, in 
the Montreal and Canadian exchanges we have a closed 
index now on countries scattered throughout the 
spectrum of the industry that have been specifically 
consulted to see the investment interest of Americans 
rather than the interest of Americans for the purpose 
of acquiring control. Unfortunately this is the 
initial year that this study has been run and we will 
not be aware of the trend at least until next year, 
but we will notice a diminishing or increasing size 
of the foreign investors in that segment, which will 
tend to indicate whether or not Canadian securities 
are being accepted abroad in competition with the 
securities of the rest of the world. 

COMMISSIONER BROWN: The figures given by 
the Montreal Stock Exchange include some statistics 
showing the earnings applicable to the Canadian 
operations of American stock exchange members who 
are members of either Toronto or Montreal, and a rising 
trend is shown. In other words, their share of the 
total brokerages for both Montreal and Toronto appears 


to be increasing. Now, is this because Canadians 
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are buying American stocks or because Ganadians have 
become interested in American stocks through these 
firms? Does it result from them handling Canadian 
purchases and sales for American accounts or does it 
result from them obtaining a greater share of control 
of the Canadian market? Have you any opinions on 
which of these it might be, or perhaps there is 
Still another factor I have overlooked? 
MR. KIERANS: Well, certainly they have 
extended their activities in Montreal. They were 
in Toronto in greater strength but in the last few 
years they have been extremely aggressive in Montreal. 
They have well-qualified and well-trained salesmen 
and they are capturing a greater share of the market. 
Now, they try to push American securities where 
they possibly can because, as Mr. O'Hara has indicated, 
they probably initially know a great deal more about 
Gulf than they do about Canadian oil, but I would put 
it to the fact that their. parent organization can 
subsidize far greater facilities here, far greater 
sales staff, and far greater research facilities 
and put more merchandising pressure on the Canadian 
market. Mind you, this is of some good too because 
I know of one firm in particular in Quebec that has 
done a great deal to hit at the French Canadian 
market to make the French Canadian a more sophisticated 
investor in equities, and so on. I would put their 
growth down to straight marketing and financial power, 
COMMISSIONER BROWN: But are they interested 


in Canadian or American equities? 
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MR. KIERANS: The people actually in the 
business would know that better than I do but my 
own impression is they go to the client and try to 
sell the client what he himself is interested in 
and then far more than any gentleman around here 
would do they bring to the client's attention the 
fact there are investment opportunities in the oil 
industry in the United States, and so on. So they 
will put a lot of pressure on switching the Canadian 
into American stocks. There is no question about that, 
I would think. 

MR. O'HARA: I believe that in the last 
couple of years there have been more glamourous 
stocks in the United States than there have been 
in Canada, and I think that Canadians, through these 
American firms, have gone looking for that sort of 
thing. 

MR, REID: It is natural that a U.S. firm, 
when it opens up in Canada, because they are familiar 
and have a great deal of specific information about 
U.S. stocks, tend to promote those stocks among 
their Canadian clients.» As,Mr.,0'Hara.has,said,.there 
has been more opportunity to bring interest into 
these stocks because of the American action, 

COMMISSIONER BROWN: Have the Toronto Stock 
Exchange representatives an opinion on this? 

MR. GARDINER: I have an opinion. I agree 
with Montreal. I feel that the American firms are 
very strenuous in their competition. Their firms 


have many branches and therefore they can afford for 
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many years to run a branch at no profit in order to 
build up a large market clientele, and they have 

very skilled personnel in research, their salesmen 

are aggressive and the firms spend a lot:«of money 

and are willing to look long-term and they can afford 
to do so. They can afford to attract the best salesmen 
and they pay them more on the American business they 
bring in, whereas we have American business and we 

get nothing back. The American firms can offer 
avery attractive proposition so that they can attract 
the best salesmen and they spend the most money. 

COMMISSIONER BROWN: Their figures appear 
to indicate they make money. 

MR, GARDINER: Does Montreal have the 
figures.for the American branches? 

MR. CRUICKSHANK: Yes, we have reported 
on the American firms. 

MR. KIERANS: Separately. 

MR. STEARNS: The American firms certainly 
do not ignore the Canadian companies. There are some 
very good statistics put out by the American firms, 
which I have seen myself, and these are circulated. 

I agree with Mr. Gardiner, however, that the American 


branches receive their direction from abroad. 
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COMMISSIONER HARROLD: ‘The next. question has 
to do with a personnel aspect. The matter of training 
has been mentioned here a couple of times during the 
last few minutes, and in connection with the training 
of personnel in the industry as such the Montreal group 
makes some mention of the fact that they have not. been 
able to aittract.a large number of college graduates. 
What is the educational napkerpund of most of the 
new entrants into the industry? 

MR... SOMERVILLE: .Our experience has -» 
been in the last seven or eight years that there is 
& larger proportion,.of ,entrants in.the salesman.and 
customers' man category that, have at least some university 
background. L would say, penhaps,,.a third.of the 
applicants, have, if they are not all graduates, at least 
some university background, 

COMMISSIONER HARROLD: Does Montreal wish to 
add anything to that? 

MR.» MARTIN: No, .except.to agree with 
Mr., Somerville.that the quality of the trainees, 
used, to.call.them, seems. to be.improving, and perhaps 
they are a little.bit, easiex.to.come by., It,is.the lean 
early years that do not attract the young college 
graduates. This can bea very, remunerative. career, 
but.it-is-not-at.the outset..,.This.is.the,.problem. that 
we are faced with in attracting young men. They have 
to.go. through a- period of apprenticeship before they 
begin to earn money. 

THE CHAIRMAN: .Do you find.it is.an advantage 


to have a college education in your business? 
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MR. MARTIN: At the outset I would Say very 
definitely "Yes", 

MR. REID: More boys are going to college. 
I think it is inevitable that the quality will rise 
because the same boys who used to go to work after 
leaving high school are now going to college. I think 
we will get some improvement, and I think it is an 
advantage to have some college education. 

MR. KIERANS: I think the problem has to 
be shortened at both ends. The industry can very 
definitely benefit from more youngsters with university 
degrees, and I think the business has probably been 
over-conservative in the opportunities it gives to the 
young men. The apprenticeship period has been too long. 
The new entrants have had to spend too long a time in 
the back office, and too long a time in the cashier's 
office, and youngsters just will not stand for that, so 
I think the time has to be shortened from that end. 
The American firms have done much to speed up that process, 
and if the Canadian firms are to attract college 
graduates they will have to keep in step. 

Mr. Martin is quite right. I can say 
emphatically that this is an industry that should 
be attractive to the young man because he can make 
money in it if he is given enough scope at an early 
enough age. If the young men are given that scope 
then we will get them, 

COMMISSIONER HARROLD: Is there any uniformity 
in the salaries that are offered for the different 


positions? I suppose it depends on what the new employe 
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is going to do. 

MR. KIERANS: I think we are at the stage 
where the C.A. profession was some years ago, in which 
new entrants started at something very nominal. They 
are now starting at $75 or $100, and some years ago 
that is where the C.A. profession was. The C.A. pro- 
fession was, on the one hand, trying to attract young 
men with college degrees, and with such a low starting 
Salary they were not able to attract them. They had 
to improve the situation, and they did. Our people 
are now doing the same thing. 

MR. O'HARA: For a commerce graduate coming 
into our industry there is pretty well throughout, at 
least in Montreal, a standard wage rate for them. 

COMMISSIONER HARROLD: Would you be prepared 
to say what it is? 

MR. O'HARA: Yes, they come into the industry 
at between $4,200 and $4,500 a year. 

COMMISSIONER HARROLD: And after they join 
a firm is there any training given them either by the 
firm or by the exchange? 

MR. REID: I would say that most of them 
Start by taking the I.D.A. courses. There are two 
of them, and each takes a year. Some of them go on 
and take courses at McGill or at Toronto, and the 
Montreal Stock Exchange has given some thought to the 
setting up of a shorter course than those for training 
customers! men and even for training office employees. 
So far, we have not got it on the rails. 


COMMISSIONER HARROLD: How are clients sought 
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in the industry by the people who are engaged in selling? 
You mentioned some research and some services that are 
offered -- advisory services -- but what about new clients? 
What is the usual procedure? 

MR. MARTIN: I do not think we should tell 
Toronto any of our secrets on that. That is, perhaps, 
one of the hardest things in the industry -- the digging 
out and finding of new clients -- because the old ones 
have a habit of going off, and the salesman who is not 
constantly on the look-out for new clients is one who 
can only go one way on the street, and that is down. 

It is a worry, I think, to every firm in the business 
to maintain and increase its output of new clients. 
Speaking for my own firm, we conduct a very active 

new client campaign at all times in which a bonus is 
paid to our salaried salesmen for obtaining new clients. 
The best source of new clients is the satisfied old 
clients. 

COMMISSIONER HARROLD: I suppose the advisory 
and research facilities are very important in keeping 
satisfied a person who has been a client for some time? 

MR. MARTIN: Yes. 

COMMISSIONER HARROLD: Does the question of 
price competition enter into this? 

MR. MARTIN: Not as far as the stock business 
is concerned. 

THE CHAIRMAN: I notice in connection with 
this matter of the training of men entering the business 
there is this statement in paragraph 24 of the brief 


of the Toronto Stock Exchange: 
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"...the Exchange is concerned about the 

lack of adequate Supervision, control 

and training of salesmen for Mutual funds." 
There is not any very definite standard of training for 
your own employees? 

MR. GARDINER: Our customers! men must try 
examinations, of course, 

THE CHAIRMAN: Your customers! men? 

MR. GARDINER: Yes, and the salesmen. They 
must pass that examination. . 

THE CHAIRMAN: But they do not have to take 
any particular course, do they? 

MR. GARDINER: No, but they must study the 
rules and regulations of the stock exchange, and also 
the Securities. Act. 

THE CHAIRMAN: That is pretty elementary. 


MR. GARDINER: It is not easy. 


MR. STEARNS: With respect to the I.D.A. courses, 
I and II, that Montreal mentioned, the customers! men 
who want to get ahead realize the advantages of those 
courses, and while it is not a requirement they do take 
advantage of those courses. In the industry itself, 
I think that you are kept on as a salesman because of 
your qualifications. 

THE CHAIRMAN: It seems to be a rather loose 
System. There is not a definite standard, is there? 

MR. GRAHAM: I think, Mr. Chairman, the 
exchanges -- not only our exchange but Montreal and 
Vancouver and other exchanges as well -- exercise much 


more control over employees in the industry than the 
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mutual funds do, and this is what we think should be donel. 
There should be more control over the mutual funds 
Salesmen. Every customers! man and salesman has to 

be approved by the stock exchange, and this approval 

can be withdrawn if it is found that the man is not 
acting properly and complying with the regulations. 

While our educational programme may not be as good as 

one might wish -- 

THE CHAIRMAN: I am not suggesting any im- 
propriety. Iam just trying to get a picture of the 
advantages of it, and also to understand how, perhaps, 
it might be improved. I do not know how intensive 
a programme is necessary under the circumstances. 

MR. GRAHAM: I personally feel there is room 
for improvement in the education of people coming into 
our industry. We are planning on an educational pro- 
gramme that will improve the situation, as Montreal is. 

THE CHAIRMAN: Do the Security Commissions 
require any examinations for mutual funds salesmen? 

MR. SOMERVILLE: No, they do not require 
an examination for any entrant. to the business. 

MR. REID: The Securities Act does regulate 
the way in which the customers may be obtained, to some 


extent. You cannot put in any phone calls, for 


instance, to the residence of other than friends or business 


associates. 
THE CHAIRMAN: I know, but they do not set 


up any standard that must be met before the person 
enters the business? 
MR. STEARNS: No. They must obtain regis- 


tration, and, of course, their past history and back- 
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ground is gone into. 

MR. REID: It is not very difficult to get 
registration unless you have been a very bad boy. 

COMMISSIONER LEMAN: Have you any figures 
as to the proportion of mutual funds that have been 
Sold direct to sales that have been made through your 
members, because some mutual fund shares are sold through 
members of the exchanges. 

MR. SOMERVILLE: Very few of them would be 
Sold through our members. I think our figures show 
that there are some 67 mutual funds: salesmen employed 
by our members, but the agents employed by the companies 
themselves are many times that figure. They make up 
a very small proportion of our business, 

THE CHAIRMAN: The mutual funds are buying 
shares of stock of various kinds. They would do that 
through brokers, would they not? 

MR. SOMERVILLE: We are talking about the sale 
of the funds' own shares. 

THE CHAIRMAN: I know, but they do --- 

MR. REID: Yes, they have to go through a 
broker. 

THE CHAIRMAN: Yes, to add to their port- 
folios they would go through the brokers in the ordinary 
way, so you do have that business. 

MR. MARTIN: I had occasion last week to 
ask that specific question of a very large mutual fund 
in Canada, and the answer I got was that 10 per cent 
was sold through brokers and dealers as opposed to 90 pe 


cent sold by direct sales by their own sales organization. 
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I do not know whether that applies throughout the mutual 
fund industry in Canada, 

COMMISSIONER MACKINTOSH: What is it that the 
mutual funds salesmen do that needs to be curtailed or 
limited? 

MR. REID: I think some of them sell pretty 
hard. They go around and call on the clients and, of 
course, there have been cases where they have got clients 
to sell off a lot of good securities and put the money 
into their mutual fund. There is a little more high 
pressure to it, and, perhaps, they are not, in many cases 
too well informed on the merits of the stocks that are 
being sold. Very good stocks may be sold off. But, 
this is not to say that their fund is not good. 

MR. MOYSEY: I think a possible criticism 
of mutual funds salesmen, speaking in general terms, 
is that they lack training and they are, perhaps, over- 
endowed with enthusiasm, There is, perhaps, the same 
feeling that there is among life insurance salesmen that 
you cannot do anyone any harm by selling life insurance. 
They are liable te be much toe optimistic in that 
respect, and tend to get people away from equity owner- 
ship. They are :. armed. with all sorts of charts and 
figures which show that their mutual fund has had 
phenomenal growth, and this fits in with the cupidity 
of the public who tend to think they are necessary 
to the management of funds. Accordingly, such funds 
as Canadian savings bonds and other forms of secure 
investment have been changed for this new, attractive, 


overly-publicized vehicle. There is also a little less 
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responsibility on the employer in the case of the mutual 
funds salesmen, whereas a member of the stock exchange 
is ultimately responsible for any statements made by 

his employees, his customers! men and salesmen. The 
liaison is rather loose, we feel, in the mutual funds 
sales organization. 

COMMISSIONER MACKINTOSH: Do you mean that 
a mutual fund is not responsible for what its agents 
say? 

MR. MOYSEY: .. I have that feeling. 

COMMISSIONER GIBSON: But this can be deter- 
mined, can it not? Are they responsible under the 
law, or are they not? You people are. 

MR. MOYSEY: Yes, we are responsible for 
over-statements and an over-agressive sales policy, 
but I know of nothing that restricts a mutual fund 
salesman in his enthusiasm because of this philosophy 
that basically by selling any security you are selling 
one that has no other means of participating in the 
markets, and that is a constructive factor. I am 
afraid that is a rather loose acceptance. 

MR. GARDINER: Also, we are a self-policing 
body, and outside the law if our salesman acts detri- 
mentally to the interests of the business of the public 
we can police it. The mutual funds do not police the 
activities of their salesmen. Perhaps they are within 
the law, but they do not do anything about it. 

COMMISSIONER BROWN: Going back to a question 
which was asked a little while ago with respect to 
obtaining new clients {t was mentioned that the Toronto 
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Stock Exchange has been conducting quite a campaign in 
this respect. Have you had any reaction about it from 
your members? 

MR. GRAHAM: Not from the members -- I have 
not had any from the members -- but from the advertising, 
which is not very extensive, we have. We have been 
advertising in the newspapers, and at the bottom of the 
advertisement we have placed a slip saying that if any- 
body cut it out and sent it in we would send them a 
copy of the Monthly Review and Digest, and so on. We 
have had a very much better response from that than 
we ever expected. Many of those clippings have come 
in, and that indicates that the public is interested. 

In the advertising line, too, we have found 

interest and, I think, value -- although I think 
iteits«difficult taesetrace the) values-- in the booth 
we have had at the Canadian National Exhibition for the 
last two years. The public has been very interested 
in that, and there have been many inquiries coming in 
from that. 

MR. KIERANS: Mr. Commissioner, the General 
may not have had any reaction from his members, but I 
have had some reaction from my members about the Toronto 
advertising campaign, and it has been this --- 

THE CHAIRMAN: Has it been too aggressive? 

MR. KIERANS: The reaction has been this: 
What the hell is Toronto advertising in Montreal news- 
papers for? 

MR. GRAHAM: We are very broad-minded. 


COMMISSIONER BROWN: There is the obvious for 
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of retaliation, I suppose, 

COMMISSIONER GIBSON: With respect to this 
question of obtaining new clients, apart from the obvious|y 
major part played by good salesmanship, what are the 
other things that count? Is-it.the research facilities 
that you have; the bulletins that you put out? Where 


is the emphasis placed? 


MR. GRAHAM: If I may speak as a sort of an 
eutsider, I think what counts is the type of service 
the customer gets, and the feeling of confidence that 
is built up by his dealing with a particular person or 
a particular firm. On the Toronto Stock Exchange 
tremendous value is placed upon these two factors -- 
good service in the way of quotations, . prompt and 
efficient execution of orders,-and good advice to-.clients). 
fi-am sure it ‘is the same-in: Montreal. aD ak Ge All 
clients de net like, first of all, the same kind of 
securities. Just as some peeple like te sheot crap 
rather than play bridge, some people prefer to buy a 
speculative issue rather than something more secure, 
but whatever field it is in it is the type of service 
that is given to the investors that I think is most 
important. I de not know whether my confreres have 
that same feeling. 

MR. STEARNS: It is the development of a 
personal relationship from personal service. 

MR. O'HARA: I think it is the personal 
contact that does it in the first instance, and after 
that it is service. If you cannot give the service 


you will lose your clients. 
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COMMISSIONER GIBSON: What kind of service 
do you mean? I can understand the importance of prompt 
and efficient carrying out of instructions, and so on, 
but do the firms that specialize in certain types of 
stocks, for example, put out a good deal of information 


on them? 
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MR. O'HARA: I know, for our own part, 

2) we have a large statistical department and a large 

3] management portfolio department. That has paid us 

4 well. In the old days, going back before the depression, 
5] you could turn around to a client and say, "Buy yourself 
6| some nickel", and he never questioned it. You turn 

7|| around to the same type of client today and say, "Buy 
g| yourself some nickel," and he will say, "Why?" And 

9 if you have not got the answer, you do not ae an 

10 order; so you have to have the answers, Earlier 

11| On you asked about firms growing and the increased 

12) cost in these growing firms. This is where this 

13 comes in: if you do not grow you go back; you cannot 
14| stand still.,..I-think,.that.the development of research 
15|/}| on the part of most brokers is what has developed 

16] the business as it is today. 

17 COMMISSIONER GIBSON: Is this evident. in 

18 the case of those firms that have not gone very far 

19 along this line? 
20 MR. O'HARA: | Yes, sir. 

21 MR. STEARNS: He has the list of customers 
22 and what their angles are, and he calls them and 
keeps up to date. He gives more service than just 

the actual execution of the order, on which there is 
25 no charge. He advises them when there is an increase 
26|| in dividend, and they discuss the merits of continuing 
27 the holding or switching of the security. 

28 COMMISSIONER GIBSON: Do firms that make 

29 a special effort -- let us say, in the area of metal 


30| or pulp and paper stocks -- tend to get a disproportionat 
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Share of that business? And is this a good way of 
approaching it? | 

MR. STEARNS: I do not think they necessarily 
get a disproportionate amount, but they get some 
kudos, as do a great many other members of the 
profession whose customers’ own the same type of 
security. 

MR, SOMERVILLE: There is not any noticeable 
specialization by industries within the brokerage 
business, except a very broad one between some firms 
principally interested in mining and oil securities 
and the more specific types of investment, but not 
in pulp and paper like there is in London. 

COMMISSIONER GIBSON: You do not feel any 
Signs of that trend growing? 

MR. SOMERVILLE: No. 

COMMISSIONER HARROLD: One of the characteris- 
tics of the industry is a pretty wide fluctuation both 
as to revenue and as to expense. I think that probably 
the fluctuation in revenue, as shown in the statistics, 
is somewhat wider than the expenses, percentage-wise. 
There seems to be a fluctuation in revenue from year 
to year, as much as 45 per cent in some years. Have 
you any ideas as to what factors contributeto this? 

For instance, is the trading more active in a falling 
or in a rising market? And what else might this 
very wide fluctuation be due to? 

MR. GARDINER: Is your question, first, on 

revenue? 


COMMISSIONER HARROLD: First on revenue, 
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MR, GARDINER: Rather than expenditures? 

COMMISSIONER HARROLD: Yes. 

MR, GARDINER: Well, our revenue is naturally 
relative to the volume of transactions on the stock 
exchange. This fits in with the economic conditions 
of the country, Particularly Seeing that many of 
our stocks are in the mining and oil business, I would 
think the world situation, based on oiis and metals, 
is very important. The price varies from year to year 
as°a result.” This Is obvious. “As the ‘price of, ‘say, 
copper goes up there are going to be more marginal 
mines in production and more interest and more 
trading. As the state of our economy advances: and 
companies become more profitable there is greater 
volume and more interest -- and more interest from 
outside the country in these circumstances. My guess 
is that the volume exists more in a rising market 
than in a declining one. 

COMMISSIONER HARROLD: Does this account 
for such a large fluctuation, even from year to year? 

MR. GARDINER: Oh yes. I am surprised, in 
fact, that the fluctuations are not even greater. 

COMMISSIONER HARROLD: AS to revenue, there 
is more trading in a rising market? 

MR. GARDINER: Yes. 

COMMISSIONER HARROLD: And on the expenditure 
side it does not fluctuate as widely? 

MR. GARDINER: Yes, 

COMMISSIONER HARROLD: It is more rigid, 
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there very many changes in personnel? 

MR. GARDINER: As far as I am concerned, 
this industry is a fixed-overhead industry. It is 
most difficult to adjust your personnel in relation 
to your business; there will be fixed costs. Your 
remuneration, of course, is going to change in relation 
to your sales, because most salesmen are paid a 
percentage of the earnings they contribute to the firm. 
But our office overheads remain the same -- rents, 
leasing wires’‘and salaries of personnel. Well, there 
is some fluctuation, but certainly in the smaller 
firms, particularly, there is practically none. 
For instance, in our firm our overhead will be the 
Same practically every year, as it is relatively a 
smaller firm. 

COMMISSIONER HARROLD: You mentioned 
the salesmen being on a commission basis. Is this 
the only group that is on a commission basis, salesmen -- 
or are there’ others? 

MR. GARDINER: They do not have to be. 
Of course, there are salesmen and bond salesmen. I 
mean, there are customers' men and bond salesmen; 
we differentiate. I would hazard the guess that most 
customers! men are paid on a commission basis. 

COMMISSIONER HARROLD: That is all I 
have on that point. 

There‘is some information on inventory. 
Is there any relationship between the patterns as 
to inventory that the different firms hold in a business 


cycle in response to either ease or tightness of money, 
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in the holdings that are held by members of the firm? 

Is there any pattern to this? | 
MR. REID: Most brokers would normally 

have very little inventory, I would think. The 

individual members of a firm could have their own 

personal investments, but certainly as members of 

a firm we trade as agent most of the time. 

MR. GARDINER: In the Toronto figures 
of (0 firms 10 is over 7 million, and that means 
the average is only 100, OOO, 

COMMISSIONER HARROLD: That is a very 
small part? 

MR. GARDINER: Yes, but the large I.D.A. 
houses are not in this, but I would imagine that 
in times of tight money the inventory of bonds would 
ber less, 

COMMISSIONER BROWN: It might be more! 

MR. GARDINER: It might be (laughter). 

MR. MARTIN: No bid! 

COMMISSIONER HARROLD: The figures show 
there is more inventory held by some of the members 
of the Toronto exchange than the Montreal. Is that 
probably right? 

MR. GARDINER: I have not seen the Montreal 
figures, so I do not know, 


MR, KIERANS: Our members have very little 


inventory. 
MR. CRUICKSHANK: It is practically all bonds, 
and that might be a house which is also an I.D.A. 


member. 
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COMMISSIONER GIBSON: That probably explains 
the statistical point which shows that the Toronto 
people have far fewer inventories in bonds. A lot 
of the I.D.A. members would not be in that field? 

MR. GARDINER: That is correct. 

COMMISSIONER GIBSON: Toronto have much 
larger stock*holding? 

MR, GARDINER: They are larger firms. 

COMMISSIONER GIBSON: But the volume is 
not five times? 

MR. GARDINER: No. 

MR. SOMERVILLE: It is still not a very 
large figure, | 

COMMISSIONER GIBSON: Is it very much? 

ME, GARDINER: Do you mean the inventory 
during the year? 

COMMISSIONER GIBSON: Yes. 

MR. SOMERVILLE: About four million, with 
Ty fre. 

COMMISSIONER BROWN: The interesting point 
is that the trading profits for the 70 Toronto firms 
reporting in 1961 were about the same as the 45 
Montreal firms reporting, and the Montreal firms 
report carrying less inventory; so, perhaps it 
is not profitable to carry inventory in some parts 
of the country. 

--- Short Recess. 
THE CHAIRMAN: We shall now resume. 
I do not know just whom to put this question 


to, because it is a general question which can be 
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answered by more than one, probably. When an issue 
is listed upon the exchange and the stock is traded 
over a period, I suppose that puts it in a more 
favourable position in raising additional capital, 
if it wishes to go to the market for capital. Am 
I right? 

MR. REID: We imagine so, 

THE CHAIRMAN: Could you just give us the 
elementary reasons for that? 

MR. REID: You have already a shareholders' 
list, and the stock is better known and it receives 
a good deal of publicity from the daily quotations, 
and usually some firms take some interest in it. 

MR, KIERANS: The stock has a greater market- 
ability and you or I would be more willing to invest 
in buying the stock if the liquidity is there, and 
therefore it will be attractive to an increasing 
number of people. The market for that particular 
Stock broadens rather oe over-the-counter market. 
In the other sense, where the stock narrows you get 
narrowing spreads in the stock and, therefore, people 
are more interested in it. 

THE CHAIRMAN: That would have the effect, 
would it not, of reducing the cost? 

MR. REID: - Yes, it should reduce’ the cost. 

THE CHAIRMAN: For the reason you have 
mentioned? 


MR. KIERANS: It is very much easier to 


sell. 


THE CHAIRMAN: Another question that is 


bebett et Noota ont bas aymeioxe edd moqu. ae 


exom s at dt atuq tedd saoqqua I ,botteq B-'TevO- ig 


_letiqso Isnotdtpbs gntais1 al noivilaog eldsivovst 


*. 
| 
- 
| 


:: mA .fedtqso rot deaism odd o¢ og ot eodetw df Tt B 
. | ¢idgit I ea 
7 .o2 ontgemt oW :@IgA .AM x a 
{ 
add av evin dest voy blvoD :MAMATAHO SHT 8 
| Sisdd tet anoassy yistasmele io : 
| 'eyeblodersne 8s ybserts svsrl poY :CTaA .AM jo8 
4 esvisoor gi bas nwonNd redted ei Moote snag bas ,.tell jt 
. ,anottstoup yitsh eft mort yttotiduq to Iseb boog 8 is 
.ftf af teerednt omos exst aarti emoe YIilsuey bas a 
-jonism vetseTg s esd Moote edT :8WARRD .AM let 
teevat o¢ gnifliw stom ed blyow I 160 voy bas yiittids jet 
bas ,orendt ai ytibiupti edd tt Noode edd gatyud ak jar 
gnitessiont as ot ovidostdds od Ililw gE ototorsdd it 
asivotixsq tadd tot doxtsm edT ..slqosq to 19edmun lai 
Joedism tetdnvoo-ont-tevo Sakae aesntser anebsord woose a 
Jes voy awortsn aAoote ot etedw ,sanee tedto sdv al los 
sfiqgosg ,etoletedd .bas Nooge sdt of abserqa aniworirsn as 
Jt at betastetni stom 918 ss 
t sdo9Tis edy svsd blyow tscT :MAMALAHO SHT les 
4 zy! ftaoo edt antoubet to ,.ton vf biIvow . 
e .ta09 sit soubet Pivode ¢t .g0Y s@IaH JAM | 


p oved voy moass i edd 10% :WMAMATAHD BHT 
> tbenotinem 
od tstese doum yrov at tI :@MAARIN .AM 


.if9e 


at decd motteeup ted¢omA :MAMRIAHD BHT) 6 > coe 
i ; an 


Nethercut &é Young ba 4660 - 


Terente, Ontaric 

probably a very elementary one: what are the chief 
characteristics of a listed stock as opposed to 
unlisted stocks? I do not know whether there is any 
difference in characteristic. Why are some stocks 
listed and other stocks traded as unlisted stocks? 

MR. MOYSEY: One of the important factors 
is the desire of the particular company to have its 
Stock listed. It makes application to be listed, 
and some large companies, for reasons of their own, 
have not taken that step. Apart from that, in the 
broadest generalities, listed stocks are usually larger, 
Stronger corporations who feel there is an advantage 
to having liquidity provided for their shareholders. 

MR. STEARNS: A lot of unlisted stocks 
cannot meet the listing requirements, and that is why 
they are not listed, of course. 

THE CHAIRMAN: And they are not subject to 
any control at all, except by the Securities Commission? 

MR. STEARNS: Yes, that is correct. 

THE CHAIRMAN: They are not under the control 
of any similar body. 

MR. CRUICKSHANK: There is also the question 
of a listed company having to absorb all the cost of 
transfers of snaresssoeutin in some companies this is 
quite an expense and they would not usually wish to 
take that on. 

THE CHAIRMAN: JI understand that the Toronto 
Stock Exchange has in mind the possibility of the 
development, some day, of a national stock exchange. 
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1 the Montreal Stock Exchange for that proposition -- 
2 I suppose, depending on where it should be situated. 
3 Perhaps you could elaborate on that proposal to some 


4 extent ? 


§ MR. KIERANS: It is their proposal and not 
6| ours! 
7 THE CHAIRMAN: Could you give us some idea 


8 as to what you mean by a national stock exchange? 

9] What is the practical organization of it? I suppose 
10 there must be branches in different places. How 

11) would it operate? 

12 MR. GRAHAM: The word "national" is rather 
13/ a misnomer, as we say in the brief. Perhaps a more 

14] accurate expression is"pre-eminent exchange." We pvelieve 
15 that is a good and desirable thing, but we also believe 
16 there must and always will be regional exchanges. 

17 THE CHAIRMAN: Separate and independent, 

18 do you mean? 

19 MR. GRAHAM: Yes, that-is right, sir. We 

20 believe that by having a pre-eminent exchange-- which 
21 Some people might refer to as a "national" exchange -- 
22| the larger exchange will create better markets and 

23 give better service. 

24 In the United States the New York Stock 

25 Exchange is sometimes referred to as the National 

26 Stock Exchange, but it is not. ‘It is the pre-eminent 
27 exchange in the United States, but there are other 

28 very good sized exchanges -- in Chicago and on the 

29 West Coast, and throughout the country. In England 


30 it is the London Stock Exchange that might be referred 
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to as the National Stock Exchange. 

So that what we say is that a pre-eminent 
exchange -- which will provide better markets and be 
able to.fill, orders. of, all. sizes, .and..so on,.-- 1s 
desirable. There may be arguments against this, but 
we do not feel that one exchange can operate efficiently 
with more than one floor, because up to the present 
time the execution of orders has been the result 
of a direct contact between buyer and seller, and 
this, as far as we can see now, will continue and 
Should continue. 

MR. GARDINER: This is very true. There 
are obvious savings from having one large pre-eminent 
exchange. The type of equipment used is very expensive, 
and with this you have greater volume, your facility 
is the same and you do not have this duplication 
of overheads. You have one governing body, one 
staff and one president; and these inherent savings, 
I, feel, could, be passed on to .the public. 

THE CHAIRMAN: But you visualize a number 
of other exchanges which are not as pre-eminent but 
which would be independent of the so-called national 
exchange? 

MR. GARDINER: Yes, I think, handling local 
Situations at very low cost. 

THE CHAIRMAN: How would you bring about 
this national exchange? 

MR. GRAHAM: It comes about by evolution, 
More and more business is attracted to one exchange, 


perhaps because of the type of service that exchange 
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1/ gives over a wide area, by means of good and prompt 
2] quotations, by members having branch offices through- 
3 out the country, and so on, and by having memberships 
in places other than the location of the exchange 

5 itself. In other words, if the pre-eminent exchange 


is in Montreal you may have members in Vancouver, 


a Edmonton, Winnipeg, Halifax, TOronto, and 80 on, 

‘ all of whom would be siphoning business into the 

7 central marketplace. This would result in a better 

10 deal for the buyer and seller of the service, because 

it you would have this broader market and more orders ih 
12 coming in to buy and more orders COMiNg if to sel., 

13 THE CHAIRMAN: Having at the moment two 

14/ stock exchanges which are pre-eminent -- I am not 


15 going to suggest that one is more pre-eminent than 

16/ the other -- it may be one week one, but the next 

17 week it may shift to the other, 

18 COMMISSIONER BROWN: Let us take a hypothetical 


19 assumption and make Vancouver the one you are talking 


about! 

- MR. GRAHAM: Why not? 

_ THE CHAIRMAN: That might solve the whole 

23 problem. 

” MR, GRAHAM: We have three exchanges,if you loo 
25 at the two Montreal exchanges as one unit, which 

26 


a good many people do, and you add the Canadian and 

27 Montreal exchange together. Beside that you have 

28 the Toronto exchange which, as you know yourself, sir, 
29 consisted of two exchanges prior to 1934, just as 


30 the Montreal exchange is now in two parts. We have 
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1/ amalgamated and we have the two types of stock in 

2 One exchange. We have different listing requirements 
3] for the mines and oils, Just as in Montreal they 

4 have different listing requirements for the Canadian 

5 Stock Exchange. If you take the two exchanges in 

6 Montreal and the exchange in Toronto, it does just 

7 happen at the moment there is more volume in Toronto. 
8 This may change. Over the years we will have to see 

9 what happens -- whether Montreal becomes the pre-eminent 
10 exchange or Toronto, 

11 COMMISSIONER LEMAN: It is possible to 

12 imagine, with technical progress in communications -- 
13/ closed T.V. circuits and all that sort of paraphennalia - 
14 it is not impossible to imagine that some day there 

15 could be one exchange with a number of floors. 

16 MR. GRAHAM: My imagination, I am sorry, 

17 cannot go that far. I do not see how you could put 

18 an order into a machine. -- although, true, everything 
19 seems possible these days -- and have it executed 

20 without this percentage bid and asked business, I 

21 do not know of any place where it is done, and I do 

22 not see how it can be done, 

23 MR. CRUICKSHANK: It is done on the Pacific 
24 Coast, I believe, 

25 MR. SOMERVILLE: I do not think that is 

26 so. There is a thought in the industry that you could, 
27 by technical means, covercome distance in this way; 

28| but, as a matter of fact, it is very difficult not 

29 to have more than one market in the same security 


30 on one floor. In a very busy market you can have 
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two people trading at two different prices on one 

floor, and they are within Sight and sound of each 
other. It 1s difficult te'see how television, or 
whatever your imagination could bring up, could overcome 
that problem. On the Pacific Coast stock exchange 

what they have done is to put the specialist books 

in San Francisco and Los Angeles together, whereby 

the specialist in Los Angeles can assist the specialist 
in San Francisco to put their books together to make 

an offer as two firms. Most of this is in New York 
Stocks, but it is not having the two floors in the 
market in one stock. Where they amalgamated they 
divided the list and San Francisco stocks are traded 

in San Francisco, and Los Angeles stocks in Los Angeles, 
The two floors are linked by open wire, but it is 

for the purpose of putting the specialist books 
together, 

MR. GRAHAM: You might have one exchange 
operating in Toronto and Montreal, for example, with 
the two floors. The only way I could see it working 
is if certain stocks were listed and traded on the 
Toronto floor and other stocks listed and traded 
on the Montreal floor. 

MR, GARDINER: Then there is a duplication 
of cost; every firm must have two wires and two 
traders. It does make economic sense to have one 
floor with one set of communications to that floor 
rather than duplicating them in more than one floor. 

MR. GRAHAM: At the moment we are discussing 


the introduction of a quotation system which will cost 


eno 10 asoitg dne1stitp ows ds gatbert elq 
dogo to bayvoe bas tdgte nidiiw sts vont bas <t00Lt | . 


-, & t 
no .goletvelat won see ot divolitib et JI sternite 1© 


| emooreve biyoso .qu gsnind biuoo noftsatgsmt suoy revetarw 


| egusnoxe woot¢e tesod oftfosd sat m0 smafldorg tect 
o . 1: 
| anood getistosqe ont tuq ot af emob svsd yond gsdw 


ydetsdw ,tedtegot eelegnA eo. bas ooetonstd asa at 


} | | 
| detfistoeqa edt ¢etees aso aefegnA eol at talistosqa edt |? 
| 


Ea aiem od teddesot aNood tledd duq ot ooetonstd ase at te - 
ei ‘ i 

" W10Y wow at et atdt to teoM .amrft ows es aStto ns ye : 
\ edd mt evoolLt owd ent gnivsd gon ef Tf tud ,anNoose jn 

% youd bedsmsgisms yedd exedW .aoote sro at doodvem sr 

a bobexd ors sxoote ooelonmsat ase bas gall ons bebivib fer 

ce eo lonmh eal at edoota eelegmA aod bas ,ooalonsxd ase at har 

4 at ti gwd .svtw nego yd bexdnil ors exoolt ows odT ler 

4 aNnood Jeltisiosge odd gaisdiugq to seoqrug att tot |e! 

Z| -tentegod VI 

t | 

| sansioxs smo sved Jdgim voY :MAHAAD .AM et 

; dtiw .siqnmsexe tot ,fsertnoM bis otnor0T at gnttsrsqo a 

aa 


edt no bsbsad base bedetf sisw aNoote nistiss Tr elt 
a bebsart bas betetl extoote teddo bas roolt otnor10T 
.ftoolt IssrtnoM sat mo | 


“gotdeotiqub 68 af sisit nedT s:AaMICHAD .AM 


| 

. 

| 
A gninrow ¢f 998 Bluoo T ysw vino eAT .aroolt owd odd jes 
ows bos estiw owt evsd teum mrit yiseve yteoo to | 


sno svésd ot eames otmonoos sxsam e90b JI .etsbert 


~ooLt gsdt ot anottsolmaumnos t0 gee sno ddtw noolt | 


‘ 


-toolt smo asit otom ak medt gattsoliqud nsdd t9ddst 


gniteawoerlbd o1s ow dmemom sad. tA SMAHAARD .AM - 
: . ae 


PaRARARRA BR SE 


= 


Nethercut & Young - 4666 - 


Terente, Ontaric 


$750,000. If you had two sets somebody would have 


to pay for that additional cost. 
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COMMISSIONER LEMAN: Let us not get lost in 
too much imagination on what may happen in the future, 
and without having an exchange of several fleers, 
technically you ceuld have a notional exchange from 
the point of view of management and of the regulations 
and of the listing requirements -- an exchange policy 
on all these markets -- and this ceuld be managed from 
one point in Canada; that is a different sort of problem, 
dentttat? That is quite possible; there are no 
technical difficulties there, are there? 

THE CHAIRMAN: Well, at the present time as 
I recall it there are certain differences between 
the practice in the Montreal exchange and the Toronto 
exchange as to listing requirements and a number of 
other things of that kind. Does that raise many 
difficulties? 

MR. GARDINER: I think it does. 

THE CHAIRMAN: For uniformity would it-be 
more desirable? 

MR. GRAHAM: I think so. 

MR. REID: There couldn't be teo much difference 
in the listing requirements; I am not aware of too 
much difference in the listing requirements except that 
the Montreal market is an investment market, the Montreal 
Stock Exchange. The Canadian Stock Exchange is 
basically a speculative market, although there are some 
investment grade stocks listed there, but basically the 
Montreal Stock Exchange is for investment grade stocks 
and it is not for primary distribution; the shares have 


to be sold elsewhere and then traded afterwards on the 
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THE CHAIRMAN: The Canadian Stock Exchange 
does engage in primary distribution? 

MR. REID: Yes, the Canadian Stock Exchange 
dees, 

THE CHAIRMAN: And both functions are carried 
out by the Toronto Stock Exchange? 

MR.KIERANS: I would like to make an amend- 
ment to the fact that the Canadian Stock Exchange does 

authority 
engage in wimary. It dees, except! that 7 has to come 
from the Securities Commission and not from the stock 
exchange itself, the approval of the underwriting, and 
So on, must be approved by the Securities Commission; 
we don't take any part in that. If the Quebec 
Securities Commission says that an underwriting 
is appreved, we will then permit the sale ef it, but 
we permit primary distribution on the C.S.R. 
only. 

THE CHAIRMAN: On the Canadian? 

MR. KIERANS: Yes. 

COMMISSIONER BROWN: Do you have complete 
control over this in the sense that if the Quebec 
Securities Commission approves it --- 

MR. KIERANS: No, we don't have to do it 
at all, and often don't. 

COMMISSIONER BROWN: That wasn't clear. 

MR. KIERANS: No. 

THE CHAIRMAN: Will the difficulties arise, 
from your point of view, from the different standards 


applied. in the listing of securities on the exchange 
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between Toronte and Montreal? 

MR. KIERANS: We find ourselves in the 
embarrassing position sometimes on the Montreal Stock 
Exchange of having to turn down applicants that have 
been accepted by the Toronto Stock Exchange, and we 
will say to the applicants, "Well, we will accept you 
for the Canadian but not for the Montreal", because we 
have the two systems where --- 

THE CHAIRMAN: Quite, but I am looking at 
your position as being one of a combined position of 
the Montreal Stock Exchange plus the Canadian; we 
speak of them as one, although they are not physically? 

MR. KIERANS: Yes, I can see what you mean. 

THE CHAIRMAN: From the point of view of the 
Subject matter we are dealing with we will treat them 
as one. 

MR. KIERANS: Yes. 

THE CHAIRMAN: But there are different. standar 
applied and different information required or not 
required on the listings of the Montreal or the 
Canadian exchange, or both. Isn't that an imperfection? 

MR. KIBERANS: I would like to know in just 
what area there are the different standards? 

THE CHAIRMAN: Well, I don't know. 

COMMISSIONER BROWN: Could we pursue this 
further on the question of somebody whom you will 
accept for the Canadian Stock Exchange but not for 
the Montreal Stock Exchange. I think there is a little 
difference in that the membership is not entirely 


Synonymous; there are a large number of overlapping ones, 
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but it is not entirely the same group. What happens in this 
Situation whieira: we have to turn somebody down from 
Montreal but are prepared to accept them from Canadian? 

MR. KIERANS: There could be a case when we 
would require higher assets for Montreal; sometimes 
they refuse, and we have a number of these cases. 

THE CHAIRMAN: What I had in mind was not 
so much that --- 

MR. KIERANS: ASiat the other end? 

THE CHAIRMAN: As the difference between 
the Toronto and the Montreal -- including the Canadian -- 
and the standards that apply and the qualifications for 
listings, and that sort of thing, which apparently there 
are some difficulties in, but I don't know what they are. 

MR.REID: I don't think that would be a problem. 
We do have some stocks on the Canadian which wouldn't 
be approved -- speculative stocks on Canadian -- which 
wouldn't be approved on the Toronto Stock Exchange 
because this is basically a speculative market and we 
would like to see trading come to the Canadian rather 
than be done over the counter. Apart from that I 
don't know of any. 

MR. KIERANS: We do take smaller jindustriats 
on the Canadian than might qualify for Toronto and we 
give more consideration to the smaller industrials than they 
do, but everybody realizes that the Canadian is a 
junior exchange and‘this is the purpose of having the 
two exchanges. 

COMMISSIONER MACKINTOSH: Do you take any on 


the Montreal exchange which wouldn't qualify on the Toronto? 
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MR.KIERANS: I couldn't conceive that, no. 

COMMISSIONER LEMAN: What would happen if a 
company which listed on the Montreal exchange, for reason 
of its own said it would also like to be listed on the 
Canadian? 

MR. KIERANS: Well, it can't. 

MR. MARTIN: We wouldn't allow it. 

THE CHAIRMAN: Well, what I had in mind was 


this; would there be any advantage to be gained if the 


two exchanges -- or, in this case, the three exchanges -- 
pooled their ideas as to the qualifications for listing 
and agreed with one another on certain exact conditions 
for listing and adhered to that; would that be an 
advantage or would it be worth attempting? 

MR. KIERANS: No, that would not be an 
advantage. This is where you lose all the flexibility 
which we hay in the Canadian Stock Exchange. For 
example, if a small firm wants to go public and it has 
a limited distribution, but it is a good firm and has 
been in operation for years, but: it is not large enough 
and for tax reasons they want to go public. They 
couldn't qualify on the Montreal or the Toronto Stock 
Exchange, but could qualify on the Canadian. We accept 
the smaller shareholders and accept the lesser amount 
of assets and perhaps even -- yes, use the small earnings 
referred to, and that exchange is geared to filling a 
need. 

THE CHAIRMAN: Is there any reason why that 
exchange should be separate from the Montreal? 


MR. KIERANS: Oh yes, we want to make it quit 
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Clear --- 

THE CHAIRMAN: That there are two kinds of 
business, the underwriting business -- they mix it all 
up and you separate it, but is tnere any advantage, are 
you any stronger as a result of that division, that 
separation of the two types of business? 

MR. KIERANS: Well, we haven't got the Royal 
Bank right next door, and say that we have the Royal 
Furniture Company or a very small firm in the listing, 
and we want the people to understand that when they 
look at one exchange that this is what we mean, the 
finer grade industrials and mines and oils of Canada; 
when they look at another, these are the more speculative 


ones, they are the smaller companies, and this is a whole 


different way of looking at it. 
THE CHAIRMAN: Of course, that is so in 
Toronto when they have the standard exchange; that was 
a mining exchange and they eventually amalgamated. x 
don't know whether you would think that has done harm 
or not, but all I am trying to get the picture of is 
if there are any advantages in having more uniformity 
in the whole business as between the two major exchanges? 
MR. KIERANS: No, I don't think they could 
be uniform, and I want to come back to the --- 
THE CHAIRMAN: In Toronto why don't you have 
the two kinds of exchanges? 
MR. GARDINER: Of course, I think we think 
we should be uniform, 
THE CHAIRMAN: What is the advantage of havin 


the two types of businesses combined in one exchange in- 
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stead of having two separate exchanges? 

MR. GRAHAM: You have one trading floor, for 
one thing --- 

MR. REID: You can have two exchanges on 
one trading floor to save your costs, if you . want to 
do that. We can't do that in our building, but if we 
had a new building we would have that. 

MR. GARDINER: Some firms have one trader, 
and if you have two floors you have to have two traders. 

MR. REID: I think one of our main arguments 
is that we feel the reputation of the Montreal Stock 
Exchange has some merit in being an investment market; 
we don't want to dilute that reputation byutpading specu- 
lative stocks on the same exchange and we believe there 
is an advantage in that, particularly in Europe and 
the United Kingdom the reputation of the Montreal Stock 
Exchange would suffer if we started trading speculative 
issues on the same floor and listing them in the same 
eolumn. 

MR. KIERANS: I wonder if you would give 
the Toronto Stock Exchange a chance to say why -- 

THE CHAIRMAN: I want to hear all you have 
to say. 

MR. KIERANS: -- why they thought -- and 
this is quite an important point because it has been 
Suggested that eventually one exchange might emerge as 
sort of a national exchange. 

THE CHAIRMAN: Because of this element? 

MR. KIERANS: But I don't think that will 


ever happen now. I think you will have three exchanges 
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in this country because I think this is the kind of 
country that we have here, 

There are three or four different economies 
in Canada, and while you can make it a political union, 
you haven't been able to make it an economic union. I 
think we are looking at the exchange probably in a very 
narrow sense when you say that you can save money 

or costs, or this or that kind of installation, 
but the costs -- even the benefits, if you see the 
benefits properly, which you get out of diversity are 
worth the cost. 

Now, there is another effect; you might have 
a better market if you had a single stock exchange in 
Kingston or Ottawa, or whatever it might be. 

THE CHAIRMAN: Kingston would be an ideal 
place because it is less objectionable than any other 
part of the country! 

MR. KIERANS: On the other hand, you have 
a broad market anyway because you have arbitrage between 
the exchanges and you are unifying ‘the three markets, bu 
this is not really the important part of what an exchang 
can do. The-exchange' has to play its part in all this 
area, this economy, and in our case it is Quebec and 
the maritimes. What are the needs of our particular 
economy? We have to fit ourselves into the aspirations 
and the functions of the east. 

In the same way Vancouver has to fit itself 
into a completely different economy out there, and if 
all the differences you have in British Columbia and 


Quebec are centralized, this will extend to the differen 
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economic needs and problems of these areas. 

We feel that until Toronto or someone. else 
proves that they can have as complete a grasp of all 
of the problems in Quebec or British Columbia as they 
have of their own, I don't think they have any argument 
to press for a national exchange. 

We at the present time have arranged with 


the Quebec Chamber of Commerce -- we have a problem 


about trying to improve the knowledge, the economic 
knowledge and the financial knowledge of ordinary Quebec 
merchants and citizens, so we are distributing a series 
of about 30,000 booklets on how to analyse a balance 
sheet and an operating statement to the 30,000 members 
of the French Chamber of Commerce. We go out and talk 
to family corporations about their problems. We don't 
care who gets the underwriting, but we are trying to 
make ourselves a much larger part of the economic struc- 
ture of Quebec than just providing the floor. The only 
argument I have offered here is you would have a broader 

market, and as long as it is arbitraged it doesn't matter 
whether you have a broader market. 

THE CHAIRMAN: I was coming to that in a 
moment. If there were something of the nature of a 
pre-eminent national exchange would that eliminate 
arbitrage? 

MR. KIERANS: If we had one exchange there 
wouldn't be arbitrage. 


MR. REID: You have the foreign international 


arbitrage. 


THE CHAIRMAN: I mean as between exchanges. 
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MR. KIERANS: You eliminate it between the 
Canadian stock exchanges, but between New York and 
Toronto you don't eliminate arbitrage, and I don't see 
why people want to eliminate arbitrage. 

THE CHAIRMAN: Ceuld you give us the advantage 
of arbitrage? I can understand that it does have the effect 
of a. resulting in: the uniformity of prices between the 
two exchanges. Is it the best way of accomplishing it? 

MR. KIERANS: Well, there is no other way. 

THE CHAIRMAN: Not as long as the exchanges 
are independent and accept this. 

MR. KIERANS: As long as there are differences 
of either time or place you will have arbitrage. 

THE CHAIRMAN: I see. 

MR. KIERANS: The difference doesn't have to 


be @ place, it deesn't have te be 4 tine, 1b can be na, 


as long as there is a difference you will have arbitrage. 
Where you have three supermarkets in one area you have 
arbitrage; somebody else's roast beef is higher and 
somebody else's ham is lower, and you have arbitrage. 

COMMISSIONER LEMAN: No one comes to any 
disadvantage? 

MR. GARDINER: Oh yes, this is an old thing 
to Montreal! We feel it results in a higher cost to 
the client because the person who does the arbitrage 
makes the profit; if there was one exchange the bid and 
the ask would be the same for everyone in the country, 
but when there are other exchanges you have to put it 
on one exchange at one price and sell to someone else 


at another price, so the ultimate customer is paying more 
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1 than if he was dealing with one exchange. 

2 THE CHAIRMAN: It doesn't always follow when 
3 somebody makes a profit that necessarily the customer 
4 leses? 

5 MR. GARDINER: It does as far as arbitrage 


6 is concerned. 


7 MR, SOMERVILLE: Providing he has access to 
8 both. 
9 MR. GARDINER: Tf.there is-enly one, my 


10 friends want all the work:! 

11 COMMISSIONER BROWN: Surely the customer 

12 has access to the market and knews which is to his 

13 benefit, has, he net? 

14 MR. GARDINER: Not really, because you can 

15 ask the Montreal people why they want arbitrage and 

16 they say it is because if they don't have it the business 


17 would go to Toronto, and they don't want Toronto to 


18 have the business. 


19 COMMISSIONER BROWN: Let us deal with this 


20 situation. 


21 MR.KIERANS: We will start talking about 
22 arbitrage in a minute. 
23 COMMISSIONER BROWN: Could I ask a question; 


24 if the bid in Montreal is higher than the offer bid in 
25 Toronto, surely the Toronto broker has the option of 

26 selling at a higher bid in his client's interest, and 
27 then why doesn't he accept it, why does he let somebody 
28 get in between. 


29 MR. GARDINER: Communications are not good 


30 enough. 
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COMMISSIONER BROWN: Somebody gets in between? 

MR. GARDINER: They have direct wires and 
know, but if a small firm in Toronto doesn't have ready 
access, doesn't know it is higher -- the arbitrage dealer 
knows it because he has a direct phone between the floors 
but when a small office puts an order in in Toronto it 
doesn't know what it is in Montreal. 

COMMISSIONER BROWN: Isn't this a question 
of communication between the exchanges? 

MR. GARDINER: And another problem is -- and 
I think it really happens this way -- this is an argu- 
ment why you don't heed arbitrage because you could do 
this. I think another argument is that a small firm 
doesn't want to give up that much commission; they don't 
have an office in Montreal and they must pay half of 
the commission out and therefore their salesman doesn't 
get as much. There is a lot of pressure to deal in 
your own market, and whether this is right or wrong, 
this happens. 

COMMISSIONER BROWN: This applies to the 
Montreal broker as well; why should he give up part of 
his commission to put the order in Toronto any more than 
the Toronto broker should give up a portion of his 
commission to put it in Montreal? 

MR. GARDINER: This is why we feel there 
Should be one exchange. 

MR. KIERANS: This is a-very minor problem 
anyway in terms of the costs; we have three firms in 
Montreal who are engaged in the arbitrage business, 


one of whom is practically out of it, and they don't make 
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that much money or very much money from their arbitrage 
operations. The difference between Toronto and ourselve 
as far as arbitrage is concerned is that they don't 
understand what arbitrage is! 

COMMISSIONER BROWN: Could you give us a one- 
paragraph definition? 

MR. KIERANS: All I want to say is this. 


Toronto concentrates on the fact that an arbitrageur i 


one-eighth out of the difference between the two markets, 
but this is not what arbitrage is. Arbitrage means 

that while one man will make one-eighth out of that 
first transaction, nobody will make -- 200 people will 
not make one-eighth ithereafter. 

We keep thinking in Montreal of the first to 
the 200th transaction and think of the one-eighth this 
person has made. What has he done? He has moved 
securities from one graup to another and he has 
equalized the supply and demand by this one transaction. 
if he didn't de it,.these transactions would 
keep on taking place in Toronto and Montreal and the gap 
would begin to widen, it would be one-eighth or one- 
quarter on those markets, but how does the arbitrageur 
come in to destroy a difference in prices on a stock, 
or whatever it may be; he makes it by looking around for 
another difference, and that is the way he works; he 
sees the difference and irons it out and it is not the 
one-eighth on the first transaction, it is the one- 
eighth that is not made on the continuing transactions 


thereafter. 


Anyway, it is silly to talk of discontinuing 
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arbitrage between Canadian markets because, for instance, 

as Mr. Leman's stock is listed in New York, about 80 

er 90 of the best industrials are listed in New York, 

and if you discontinue it between our markets all you 

do is destroy equally the three Canadian markets, 

Vancouver, Toronto and Montreal, because then the broker 

will go down to New York -- if our broker can't get 

a fill for his stock, he will go down to New York to 

pick up the balance of 300 or 400 and presumably the 

Toronto broker will help by sending that stock down 

to New York to fulfil the ‘order for Montreal which he 

can no longer get directly, and as a result of that 

both of us are building up the New York Stock Exchange 

in aluminum, and they already have the lion's share of 

the business anyway, so I don't say that if an 

arbitrageur makes one-eighth on one single transaction 

we should turn upside down the whole exchange system. 
COMMISSIONER LEMAN: May I ask how it works 

in the States? They have a number of independent 

exchanges in the States; does arbitrage operate between 

all of them? 

MR. KIERANS: No. New York doesn't permit 


them. 
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MR. SOMERVILLE: The point is that in the 
United States it is recognized in the industry and 
in the Securities 1 Exchange Commission that a client 
is entitled to a fill in the best market, and therefore 
a client can check the price of his fill on the Pacific 
coast against the national market on the time tape, and 
therefore there is no possibility of any price 
differentiation developing. It is true therspecialist 
on the Pacific coast has to lay off whatever he buys 
from the client on the national market, but that is 
the risk involved. 

COMMISSIONER LEMAN: So, in the United States 
they put the enus on the broker to find the best place 
te fibi«hiseclient'snerder. 

MR. SOMERVILLE: That is correct, and that 
is what we believe should be true in this country. 

COMMISSIONER LEMAN: Who polices that, for 
the individual buyer or seller of stocks would not 
ordinarily check all this. 

MR. SOMERVILLE: Oh, he certainly would. 

COMMISSIONER LEMAN: It takes a very sophis- 
ticated buyer to go and check this. 

MR. ° SOMERVILLE: It is net very difficult to 
do if you have a New Yerk paper with the highs and lows 
against your fills on a day. It is not as difficult 
as it might appear. You do not have to know in half a 
minute what the prices are. 

MR. REID: Do you mean to say that when an 


order comes into New York they check Boston, San Francisca, 


and so on? 
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MR. SOMVERVILLE: Oh, no. 

COMMISSIONER BROWN: At some stage there has 
been an assumption that this is the best market. 

MR. SOMERVILLE: Yes. 

COMMISSIONER BROWN: Going back to my 
hypothetical situation, from the point of view of a 
seller the best market is where he can get the most 
for it, and if somebody in Montreal is bidding higher 
than.he can.sell it.foer in.Terento.it is in his interests 
to sell in Montreal. 

MR. SOMERVILLE: This is normal practice, 
but if you have a market Iike New York with 90 per cent 
of the trading in the whole country, you are not going 
te check, say, Boston. 

COMMISSIONER BROWN: How do you believe you 
ean get rid of arbitrage in Canada unless you have one 
exchange? 

MR. SOMERVILLE: We believe this will come 
about by the eyolution or development of a more 
efficient and serviceable stock exchange. 

COMMISSIONER BROWN: But I think the point 
arises: how can you establish which exchange abolishes 
arbitrage in Canada? 

MR, SOMERVILLE: Well, we had a try at this 
but we were not successful. 

MR. GARDINER: There has been no arbitrage 
in oil between Montreal and Toronto for years. 

THE CHAIRMAN: How did that come about betwee 
Toronto and Montreal? 


MR. GARDINER: Because of our own regulations 
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1 for many years, 30 years or more. 


: MR. SOMERVILLE: 37. 

3 MR. GARDINER: This is nothing new. 

4 MR. KIERANS: They got control of the market 
5 in days when. we were not interested in mines and oil, 


6 and they have kept the market. But the control of 
7 the industrial market is a completely different kettle 
8 of fish. There there are really solid and expanding 


9 markets in three areas of the country, and you cannot 


\ 
10| abolish it .. without disturbing the 
11 exchange system as we presently know it. 
12 MR. O'HARA: You say there is no arbitrage 


13 in mines, but it is a funny thing that firms trade 


14/ stocks on five cents or ten cents when the commission 

15/ will not cover it. So, in actual fact, there is a 

16 type of arbitrage in mines. 

17 MR. SOMERVILLE: Yes. 

18 MR. GARDINER: Well, they are breaking our 

19/ by-laws and they had better not be caught. 

20 COMMISSIONER GIBSON: Mr. Chairman, Mr. Kieranis 
21 gave quite a full statement of the reasons why he thought 
22 there had to be more than one stock exchange in Canada, 

23 regional differences and contacts, and so on and so forth. 


24 What is the Toronto answer to the statement Mr. 


25 Kierans made? Is it possible to have one stock exchange 
26 in such a large country, one pre-eminent exchange? 
77 MR. GRAHAM: I believe it is quite possible 


28 and I firmly believe that this will come about and 
29 that it is coming about that there will be one pre- 


30 eminent stock exchange. However, as I said, there 
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will always be other stock exchanges, regional exchanges 
and I agree with Mr. Kierans that there must be more 

than one floor in Canada. There must be a floor in 
Montreal and in Vancouver, and perhaps it does not seem 
So necessary now but in time it may be that there must 
be one in Wibnipeg. We have a small one there now, but 
as the country develops these regional exchanges must 

be established or continued in their growth. Lt 1s 


the situation which prevails in the United Kingdom where 


they have regional stock exchanges in Birmingham, 
Liverpool, Manchester and so on, but they deal Mia cact 
in local stocks. They are not traded in the London 


market, and this has been the natural evolution in 


other countries. in’ France, fer instance, I think 
they have recently combined the two big exchanges in 
Paris into one bourse, and if they have not already 
closed out the regional exchanges they have imposed 
certain restrictions on them to the peint where the 
regional exchanges cannot list any stocks that are listed 
on the Paris bourse. 

COMMISSIONER GIBSON: What do they do in 
Australia? That country has the same basic problem 
we have in that there are two major centres of financial 
power. 

MR. GRAHAM: Their situation is the same as 
ours in Canada. I was talking last week to a member 
of the Sydney Stock’ Exchange and he said, "We have the 
same situation in Australia as you have here," He 
said that they had a large exchange in Melbourne and a 


large exchange in Sydney, and that the business was 
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divided between the two. I believe that the Sydney 
exchange is the larger one, but I am not sure about that. 
In any event, they have a similar situation. Whether 
Sydney will develop into a pre-eminent exchange or whethe 
they will continue as they are, I do not know. But this 
is a trend which has gone on in all countries where they 


operate stock exchanges, and we feel that the same trend 


is developing in Canada and will continue to develop. 
I do not want anybody to think, however, that the 
Toronto Stock Exchange ever believes there should not 
be a stock exchange in Montreal. It seems that there 
has been such an impression given. 
MR. KIERANS: If you followed General Graham's 


argument it was that we should be a regional exchange, 


but he told us about regional exchanges in other 
countries and described how in effect these exchanges 
may go out of business, So, this is a two-step thing. 
There is another point I cannot see about the Tornnto 
approach, and that is that if there were a regional 
exchange in Montreal which disappeared after a suitable 
period of time, it would cost the Toronto Exchange 

a considerable proportion of their volume, and similarly 
if the same thing happened in Vancouver, for Vancouver 
and ourselves contribute materially to the Toronto volune. 
Now, I cannot see anyone making the effort we do in the 
province of Quebec, or in eastern Canada, to awaken 
people to the advantages of buying equities, stocks, 

and so on, -- I cannot see this happening after the 
exchange disappeared. As a matter of fact, I can see 


a gradual dwindling of interest in the whole idea of 
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equities and securities. I cannot see French-Canadian 
people ever becoming accustomed to this without their 

own exchange. I mean to say, our country is just 
different, and that is all. Anyway, this trend is not 
established everywhere. There is a fight going on 

in Germany now, which is the kind of fight I would like 
to see in Canada. There is a struggle between Frankfort, 
Dusseldorf, Munich, three or four centres, all vieing to 
become the financial centre of Germany to replace Berlin 
They are competing with each other to the advantage, 

I would suggest, of the investing public. 

MR. BROWN: ©. I could suggest a neutral centr 
for solving all this. 

COMMISSIONER LEMAN: If you want to think of 
the service to be given to custemers or traders, what 
we should be looking for basically is that if I ene 
sell stock I should be entitled te the best price that 
can be found anywhere. 

MR. GARDINER: That is right. 

COMMISSIONER LEMAN: So, theoretically, even 
if a stock were traded internationally in Amsterdam, 
London, Philadelphia, Vancouver, and so on, somebody 
should endeavour to see that I get the best price. 

MR. GARDINER: That is right. 

COMMISSIONER LEMAN: My point is this. Does 
not arbitrage contribute to this, either across the 
borders or from one'floor to the other, and so on? 

Does it contribute to giving me the best price? 
MR. GARDINER: May I answer that question? 


The Toronto Stock Exchange, at least the members, have 
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not said that we should not have international arbitrage. 
It is a question of communication. Certainly arbitrage 
does contribute when communications are not good enough. 
We feel that communications now between Toronto and 


Montreal are such that every Montreal member and every 


Tornnto member should have access to each other's markets. 


We do not feel communications are good enough between 
Toronto and London, New York, San Francisco or Paris, 
So we say that in order to check all these markets that 
international arbitrage is a necessity and does result 
in the best price. Our feeling ls, ate Wes that 
where communications are good enough then the client 
deserves te be filled on the best market. 
MR. KIERANS: Which would mean that if Mr. 
Leman wanted to buy aluminium, we should put most of 
our erders on the New York market. 
MR. GARDINER: Yes. 
MR. KIERANS: But we are not. 
COMMISSIONER. BROWN: Does not this policy work 
between Montreal and Toronto, that where the Montreal 
bid is better than the Toronto bid and an order comes 
through a small Toronto broker he gets the Montreal bid? 
MR. GARDINER: Yes, he does. 
COMMISSIONER 'BROWN: And he gives up part of his 
commission. 
MR. GARDINER: Of course. 
COMMISSIONER BROWN: A broker should be operating 
in the best interests of his client even at the expense 
of giving up part of his commission, 


MR. GARDINER: Yes. 
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MR. KIERANS: You have a serious problem in 
that if you eliminate arbitrage you are in effect killing 
the small, individual firms located in Vancouver, 
Montreal or Winnipeg, for you are making it extremely 
difficult for them te compete with the national houses. 
You are trying ‘te bulld ‘a Single stock exchange which 
has the effect of ironing out all the small firms 
across the country that understand their own economic 
climate and have a better grasp of their own problems 
than would the national houses. 

THE CHAIRMAN: Perhaps we have had sufficient 
discussion on that subject. As to listing requirements, 
is there any situation arising as a result of differences 
between some of the listing requirements between the 
two exchanges, that is, the listing requirements of 
certain types of stocks might be less onerous on one 
than on another, and might attract business, or is there 
nothing to that suggestion? 

MR.CRUICKSHANK: You have your difference, 
as we said before, in that on the Canadian exchange 
you do not have to pay for the transfer fees and your 
listing fees are much smaller. 

MR. KIERANS: I read in.the transcript of oral 
testimony given, or in a brief submitted to this 
Commission -- I think it was from the I.D.A. -- that they 
thought the exchanges competed in listing requirements. 
After I read that I went to the secretary in charge of 
this and I said, "Do we compete on listing requirements?' 
What I meant was the actual requirements and not the 


financial requirements, and so on. He said, "No, we 
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genie "« We will accept different listings but it 
won't be of a nature that would tend to make us, well, 
a low grader. 

We have different requirements. If a person 
said to us, "I don't want to supply such and such 
information, therefore will you take me?". That is in 
our requirements. We would not give it up just to 
get the listing. We do not compete on that basis. 

COMMISSIONER BROWN: Each exchange has a 
separate listing fee now, and a separate sustaining fee. 
Has there been any thought among the exchanges about 
getting together and saying, "If yeu want to list on 


both exchanges the total will be slightly less if you 


do it all at once."? 

MR. SOMERVILLE: That is a horrible thought. 

MR. KIERANS: No. If they want to come to 
us on a 50-50 deal we will settle for something like 
that. No, there has been nothing. We are in the 
business of competing, Mr. Commissioner. 

COMMISSIONER BROWN: I think we are all in 
the business of trying to get the best for the public 
of Canada. 

MR. GARDINER: Right. 

MR. KIERANS: And competition will do it faster. 

THE CHAIRMAN: Yes, I was going to suggest 
that generally competition produces the best. 

MR. KIERANS: Yes, competition certainly 
produces the best. 

MR. GRAHAM: Sometimes, but not always. 


THE CHAIRMAN: As to membership requirements 
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on the stock exchanges, first of all, of course, a person 
has to have a seat, and he has to have enough money to 
buy this seat, and he has to be accepted by the board 
of gevernors of the exchange, and he has to be at least 
el years of age and a British subject. In Toronto he 
must have three months! experience. Is it also that in 
Montreal? Those are the qualifications. Applicants 
can be rejected by the members of the exchange. It 
is pretty well a closed membership. The number of 
members en the exchanges in both places have not been 
increased, have they? 

MR. REID: There has been no need to increase 
the number of seats. 

‘MR, BROWN: Is there anything to be said 
for some breadening of the qualifications? 

MR. REID: Lowering of the qualifications? 

MR. BROWN: I did not say lowering. 
Perhaps three months! experienced could be broadened. 

MR. REID: I do net think that is here nor 
there, and I do not think I can speak about it. 

THE CHAIRMAN: I suppose that was put in a 
long time ago. 

MR, STEARNS: ‘Those are the bare minimums. 
In some cases that would not satisfy all qualifications. 
There are cases where men of a great deal of experience, 
men such as chartered accountants, lawyers, bankers, 
have changed their Jobs and have gone into the brokerage 
business, and it has been felt that there should be 
seme ruling as to time. Generally speaking three 


months is considered perhaps the maximum in some of thes 
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cases, whereas in ethérs it is very much of a minimum. 

COMMISSIONER BROWN: Is there anything to be said 
for a larger membership in view of the growth of the 
economy and with the growth of business? 

MR. KIERANS: If yeu iook at the profit 
Statements for the greup as a whole, there is not that 
much money to be made in the business. I know this 
is Mr. Cruikshank's responsibility more than mine. He 
has to keep a close check on the financial pesitions 
of a number of our firms, especially the smaller ones, 
and there just isn't that much money to be made in the 
business. 

COMMISSIONER BROWN: A few minutes age you 
talked about opening up competition. How about opening 
up your membership so that peeple who have financial 
backing and are prepared to pay a certain price can 
always get a seat? 

MR, O'HARA: I do not know about Toronto, 
but I know that in Montreal there are a number of seats 
held in trust that are not being used, and if people 
want to buy them and open up business there is no reason 
why, providing they qualify, they should not get a seat. 
However, there is not that big a demand for seats ta: 
bos suggest tdocus that the number of seats should be 


increased. 
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COMMISSIONER BROWN: Perhaps the price 

is too high. 

MR. REID: The number of seats has actually 
been increased by permitting attorneys to trade, 
so that a firm instead of buying another seat can 
appoint two attorneys as well as the seat holder 
in Montreal. I think in Toronto there are five. 

MR. GARDINER: Four or five. 

MR. REID: This has taken care of the 
admission of additional members. 

MR. KIERANS: Commissioner Harrold brought 
up the fact that the number of firms has increased 
by 25 per cent: This has taken up the slack of-a 
number of double seats held. I know that what you 
want is a lot more people with much sophistication 
and drive to come into the business, especially in 
Montreal, but there we --- 

COMMISSIONER BROWN: I am not insisting 
that Toronto should get more. 

MR. KIERANS: The way they do it is to go 
a member firm and ask for admission as partners, 
anda lot of firms are glad to accept more’ partners. 
Serious problems arise when some of the older partners 
come to the time of retirement, and this is a way of 
getting into the business. The seat does not really 
bar people with money who want to come into the 
business from coming in. A seat can represent 50 
partners. I do not know how many partners some firms 
have, but I know some have 10 or 15 partners. 


MR. REID: With all the services that 
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you have to provide in running a brokerage office 
today an individual just cannot start out on his own 
and hope to provide these services without building 

up an organization. fneunpeineee new members come 

in through the firms. that already have an organization, 
and the small individual operator is going to have 

a tough time to do all this work himself in a small 
way. 

COMMISSIONER LEMAN: Have you ever run into 
periods when the floor traders could not keep up with 
or handle the volume of orders right there on the 
floor? 

MR. STEARNS: Only at very isolated times. 

It is very much the exception, 

MR. REID: ‘That is a problem we like to 
have. 

MR, STEARNS: I think you should consider 
the fact that we have the non-member broker who is 
approved for a one-third commission. Those people 
are all around the country. They do business, and 
they have an interest, but they have not the financial 
backing to become members of either the Montreal or 
the Toronto Stock Exchange, or to meet the audit 
requirements which are pretty stringent, in the interests 
of the public. But, they have a sufficient interest 
whereby they make a connection with a broker and 
receive one-third of the commission, with the member 
broker acting as the agent on the exchange. AS we 
state in our brief, we have looked into this possibility, 
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1! the point of view of the question of control, the 


2 gu-stion of self-discipline and being able to adequately 


3 check our staff with respect to the requirements 

4 and the financial qualificatins, and so forth. 

5 COMMISSIONER BROWN: I am thinking of it 

6 more from the point of view of what extent does the 

7 price of a seat depend upon its scarcity value as 

. opposed to its inherent value. 

. MR. STEARNS: It obviously depends upon 

10 scarcity, but I think we have always had some inactive 
11 seats. 

12 MR, SOMERVILLE: I think in only one instance 


13 in the last twelve years has there been no seat avail- 

14] aple in the sense that there has been no offering. 

15 MR. CRUICKSHANK: The price does depend 

16 upon the volume of business on the exchange. 

17 COMMISSIONER BROWN: The London Stock Exchange, 
( 18/ 2s I understand it, has a kind of a fluid membership. 

- MR. SOMERVILLE: The membership is a different 
thing in London. Every partner is a member of the 
stock exchange, so it is an open-ended kind of an 


- arrangement, The seat has no property value. You 


‘ - do not buy and sell memberships in the same way as 
nq 
24 
you do on this continent. 
- COMMISSIONER BROWN: Have you considered 


= a proposition akin to the one in London? 

27 MR. SOMERVILLE: I think our system operates 
28| as a safeguard to the public and to creditors. It 

29 acts as a sort of euarantee. You have to look at 


30! these things from a different point of view in order 
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to see the Re Rrmeenee In London the clearing is 
a ae banking behind it is different: It 
is difficult to talk only in terms of status. 

COMMISSIONER BROWN: My question was: 

Have you looked into this and considered the 
possibility of widening the membership on some sort 
of basis like that in London? 

MR. SOMERVILLE: Not London, 

COMMISSIONER BROWN: London has the system 
of split commissions. In fact, it gives a better break 
to the outside brokers than does Toronto and Montreal. 
By the way, with respect to this question of split 
commissions the Toronto brief does not include the 
latest arrangement with Vancouver. Perhaps you 
would like to make a statement for the .record 
amending that. 

MR, GRAHAM: Yes. I think it 16 av pare 31. 
The draft of this brief was prepared before the 
arrangement was made, Mr. Brown. In paragraph 60(c) 
in the second to last line after the word "Montreal" 
there should be inserted the words "or Vancouver", 
so that it should read that Montreal and Vancouver 
are the same so far as this is concerned. 

MR. KIERANS: Mr. Chairman, may I ask one 
of your Commissioners a question? 

THE CHAIRMAN: I do not think there is any 
rule against that. 

MR. KIERANS: Mr. Brown --- 

COMMISSIONER BROWN: I do not have to 


answer it, though. 
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MR. KIERANS: Mr. Brown, do you think 
that Vancouver would get that concession if Montreal 
had not granted it first, and what do you think of 
the value of competition under those circumstances? 

COMMISSIONER BROWN: Let me answer your 
second question first. I made no statement at any 
time about the lack of value in competition. I am 
a great believer in competition, and I think that 
that, perhaps, answers your first question as well. 

MR. GRAHAM: We try to be generous, but 
we find it difficult to keep up with our.friends in 
Montreal. 

COMMISSIONER BROWN: Can we go back to listing 
for-a little bit. We were discussing this. I would 
like to have a little discussion on not only the 
requirements for listing in the first instnace, but 
the extent to which a continued listing of a security 
requires the same information being kept up to date, 
Now, if you look at the Toronto table at page 97 >» 
and at the industrials, you will notice that there 
must be something wrong with the figures there, because 
in some years the numbers go up at a faster rate than 
the numbers of new listings. 

MR. REID: There could be two or three stocks 
of one company. 

MR. GARDINER: There is something wrong there. 

MR. RELD:' Some companies list two or 
three preferred shares and a common share, 


MR. GRAHAM: That my be where the discrepancy 
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1 THE CHAIRMAN: It is the number of 


2 securities that we are talking about. 

3 MR. REID: It is the number of new companies, 
4 but a new company may list several classes of stock. 

5 COMMISSIONER BROWN: The interesting thing 

6] is that in the first two years this difference has 


7 caught up, and if you put them together for the next 


8 four years it decreases, and I wondered if there was 

9 an error in the table, or whether it was just a 

10 question of the preferred shares --- 

11 MR. STEARNS: No, one column is the number 

12 of companies, and the other one is the number of stocks. 
wi COMMISSIONER BROWN: What about this other 

14 


question of how closely you watch a company? What 

15 is the basis for de-listing a company? Say you start 

16 off with a requirement of its having so many shareholders 
17 and then the number of shareholders drops below the 

18 set figure. Is that stock then de-listed? 

19 MR. CRUIKSHANK: Not unless it is very obvious. 
20 MR. REID: In the case of mergers,and where 

21// the number of shares gradually diminishes, we take 

22| them off. 

23 MR. CRUICKSHANK: When there is a dropping 


24 off so that there could not be a free market then we 


25 have to do something about it. 

= COMMISSIONER BROWN: How often are these 

27 situations reviewed? 

28 MR, MOYSEY: Mr. Commissioner, de-listing 
29 


is not necessarily the other side of the picture from 


30 listing. Listing is a privilege and a responsibility 
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that has high standards, full disclosure being one 
of them, and one of the conditions of maintaining 
the listing privilege is that circumstances such as 
full disclosure continue in perpetuity. 

One of the reasons why a stock might be 
de-listed would be the refusal to maintain those 
requirements wherein the policy of the listing company 
would clash head on with the policy of the stock 
exchange. However, that is a very rare circumstance 
because the trend of business affairs is towards 
voluntary disclosure -- the sharing of information 
with your shareholders. It is a very rare instance 
that company policy would move in the opposite direction. 
However, such stubbornness would have. to be dealt 
with. 

There are other reasons for de-listing such 
as where tlhe whole character of the business has so 
developed to the point where the need to have the shares 
listed in the public market no longer exists, and 
in some cases the company cannot even afford to pay 
the minimum annual fee. Mergers and failures on the 
part of the company are sometimes basic reasons for 
requests to be de-listed. But, the stock exchange 
is not anxious to de-list unless there are excellent 
reasons. 

MR. GRAHAM: Would you like to tell the 
Commission the reason why? The stock exchange takes 
the attitude that it is slow to de-list unless 
there is a breach of the regulations or the requirements 


of full disclosure, or some other reason, because once 
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a stock is listed we feel that we have a responsibility 
to the shareholders of that company, and we feel 

if it is de-listed that it is a move that is going 

to affect very seriously the liquidity of the shares 
and, therefore, prejudice: the position of the 
shareholders. Do I make myself clear? - 

COMMISSIONER BROWN: Oh, yes. 

MR. GRAHAM: Some companies remain on the 
list even after they have gone bankrupt. We would not 
list a bankrupt company, but we would continue to 
list a company even after it had gone into bankruptcy -- 
and we know of these from reports from the bankruptcy 
courts.--.if there is any possibility of something 
being done with the assets of the company. A company 
may be rejuvenated in some way, and we would leave 
it.oniin«the hope that something will be saved 
for the shareholders, This is not too much of a 
liability so far as the Toronto Stock Exchange is 
concerned because our sustaining fee is only $100 
a year, and we continue to publish the quotations 
and we look after the stock and check the quotations, 
and so on. That is why we are slow to de-list such 
companies, the shares of which have deteriorated. 

MR. CRUICKSHANK: In the old days, if a 
directorship asked that their stock be taken off 
the board, we would do so, but recently we have put 
in legislation whereby the shareholders must approve 
of it by a majority of 66-2/3.per cent -- that is 
approve. of their stock being de-listed, 


COMMISSIONER BROWN: “hat if the company 


Fe hd 


weir. ust = 


“.) 


¥., 
= A! 
= 


i 
4 
» 
> 
le 


wh: 


hh. ae 


gatog at dedt svom s al ti sand beteri-sb et tL | 


esrede odt to ytibiuprl edt ylevotise yrev gootts of 
edd to notttaogq edt ‘sokbutsiq .stoteredd ,.biis 
e¢ysolo tisaym osm I od .areblodeisde 
-29y .dO sWMWOHE ARWOTSATIMMOO 
edd ano aisme: asinsgqmoo smoa :MAHAHD .AM 
gon blyow sW .d¢quiNasd snos svsn yedtd retts neve tall 
ot suntiaoo blyow sw gud .yasqmoos Iquitnasd s geil 
-- yotquinnsd otnt onog bed dt tsdts meve yasqmoo s salt 
yotquiansd ent mort ettogqer mort saent To womN sw bas 
gnindtemoe to ysilidifeaog yas af sxedd If -+ asivoo 
yasqmoo A .yasqmoo edt to etsees odd doyiw snob ynted 
sveel biyow sw bas ,.ysw smoa af besdsasvuefe1t sd ysm 
bevse od Ifitw gnidvemoe gsdt eqon ies mi no df 
s to doum oot tom el efAT .axsbfLodsetsdia edt rot 
‘ek ognsdoxd Aoote otnoroT edd as ast oe Ydiltdsil 
OOLé yIno at set anintsteve ww0o seusced bentsonoo 
anottstoup edt setidugq o¢ ounttaos ow bas .tsey 8 
' ,anoltstoup sad Nosro bons Noote edt tetts Nool ow bas 
fovea geti-sb ot wolfe sits sw ydw et tedT .mo oe brs 
.bsdsrofitetsb eved dotdw to estsra edd .asinasqmoo 

8 TE .eysb blo sdt mI :YMAHeHOIUAD .AM 
tio nexst sd Noode atedd ded pees qidatrotoertb 
wuq evsna ow Epiieost dnd ,08 ob blyow sw ,.bisod edt 
evorggs teum exroblodeisde odd ydétedw aottefetyel nt 
at dsnt -- gneo 19g E\S-d0 to ytisetsm s yd tr to 


-bevefi-sb gated Noose thet To svorggs 


— wisgqnoo odd tt ¢sd” :ywoRa AGL OTRAIMMOD tS 


f9et ow bas .yasqmoo dst to vetiacieamean a 


Nethercut & Young = 47 4 


Terente, Ontario 
just stops paying its sustaining fee? 

MR, CRUIKSHANK: We still leaveuit on until 
we get the approval of the shareholders. That is also 
a rule of the New York Stock Exchange. 

COMMISSIONER LEMAN: If you have some 
such hesitancy about. de-listing a ie ai Via res Nes 
would there be any argument against having a special 
section of the list? YOu pointed out to us earlier 
that it is of great importance to have a stock on 
ecertaiy List, and that-if it is on a senor Vist 
that some prestige follows from that; that there 
is some guarantee to the public that they are dealing 
with securities that are real securities. There 
must be circumstances cies the “Reverse kind wor 
notification should be given to the public, do you 
not think? 

MR. GRAHAM: I1.think the answer to that, 
Mr. Commissioner, would be that it is very difficult 
to draw the line. True enough, if a company is 
in bankruptcy you might put some symbol ue its 
name, or you could put it down at the bottom of the 
list, to indicate that it was in bankruptcy, but 
if a company has had a bad year and has lost money 
it would be invidious and, perhaps, completely unfair 
to make any indication of that fact in the stock 
list. This is a case in which the Shareholders 
themselves should know something about the affairs 
of the company, or the. business of the company, in 
which they have invested, and the same applies to 


a prospective purchaser. This brings up a question 
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that may be covered later, as to how far any stock 
exchange should go in standing in the shoes of 
the shareholder. 

Our contention is that we should go very 
far in forcing disclosure of information, but once 
the information is made available it is up to the 
Shareholders to take some action with regard to it. 
Sometimes we do take action, but this is one of 
the criticisms that is levelled at stock exchanges -- 
and I assume it is levelled at all stock exchanges -- 
by some shareholders who write in and say:" Why don't 
you do this?" We do not do it because it is the 
business of the shareholders to do it. 

COMMISSIONER LEMAN: Let us look at some 
other factors of listing requirements.’ -You insist 
on a certain distribution of an equity before you list 
it. Do you keep on checking that distribution? 

MR. STEARNS: Mr. Commissioner, we are not 
on the filing 5° statements at this time, but we do 
have cases of a new financing and where new disclosures 
have to be made in our filing statement. Liait is 
apparent from that that.the: distribution is not as 
we have wished it in the past then we have put forward 
requirements as to the distribution by an underwriter 
in order to effect wider distribution,sandic ou 
faith in having wide distribution so that there 
are not wide fluctuations in the stock is maintained. 
Perhaps I am getting a little ahead of some other 
questions. 


MR. GRAHAM: To answer this point, too; I 
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1| think we have had cases where over a period of years 

2] more and more stock of a company will be concentrated 

3] in the hands of a few people or, perhaps, in the 

4| hands of another company, and where we will get requests 
5|| from a company to de-list the stock because there 

6| are only so many shareholders left and only so 


7 many shares outstanding. Before we will de-list, 


8] even at the request of the company, we want to be 

9] certain that these Shareholders who are going to 

10| be left are going to have an opportunity of having 
11]| their shares taken up, or an Opportunity of selling 
12) them. We usually insist on a good long period of 
13 time so that these few shareholders are able to 

14) liquidate their holdings. 

15 COMMISSIONER LEMAN: You mentioned an 

16 instance of where de-listing is done at the request 
17] of the company. We are more interested in those 

18] instances where the initiative would come from the 
19|| stock exchange itself. 

20 MR. STEARNS: We have very rare occurrences, 
21 Mr. Commissioner, where we have a so-called shell 
22 company, usually a mining or an oil company, whose 
23| assets have become worked or pumped out, and the 

24|' company has gone into another form of business, 

25 It has no assets and no property and it may have 
26|| very little money in the treasury, and all of its 
27 authorized capital is issued and the stock has reduced 
28 itself to one, two or three cents a share. We have 
29 asked such a company to show cause why it should 


30 maintain its listing. We do not feel in that case 
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Such a sense of responsibility to the shareholders 
when there is such 'a minimal or nominal quotation. 
Where the directors or the executives of the company 
cannot show how they can revive that company and 
make it active and properly finance it we have, 

I believe, in one or two cases in the last few years 
removed the stock from the list. That is done 


at the instigation of the stock exchange. 
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1 COMMISSIONER BROWN: Perhaps we can get 

2|| down to some examples. In the last three years the 
3| Toronto Stock Exchange has removed 44 industrial 

4! stocks and 54 mines and western oils. Can you give 
S| us any indication how and why these new listings 


6 came about? 


7 MR, SOMERVILLE: Many of them, of course, 

8 are take-overs and amalgamations of one kind and 

7 another-- in fact, the majority of them would be of 

10 that nature; and ones de-listed because the companies 

11 were not able to meet certain continuing requirements, 

12 or for disciplinary reasons -- this is the only effective 
13 


way we have of dealing with listed companies. In the 
14/ jast three or four years these have been in the 
15 minority. Prior to that we had quite a rash of them, 
16] due to a plague of treasury robbering, and a good 
17|| many were de-listed for disciplinary reasons -- people 
18]} who were taking over shell companies and using their 
19| assets. 
20 COMMISSIONER BROWN: There were a total of 
21! 98 stocks involved. 
as MR, SOMERVILLE: I would say no more than 
23 half a dozen in the last two years, 
™ COMMISSIONER BROWN: Of which sort? 
aad MR. SOMERVILLE: For disciplinary reasons 
Or pecause they could not meet continuing requirements. 
COMMISSIONER BROWN: What are the other 
92? 
MR. SOMERVILLE: Amalgamations, take-overs, 


redemption of preferred issues, and so on. 
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COMMISSIONER BROWN: I had not realized 
there was that many. 

MR. SOMERVILLE: Yes, some years you will 
notice a decrease in the total listings by reason of 
that. I would say that in 1962 it may very well be, 
in this year, from day to day take-overs. 

COMMISSIONER BROWN: Have you any comments 
to make on this question of de-listing? 

MR. KIERANS: Mr. Cruikshank can answer 
that. 

MR. CRUIKSHANK: The same reason would 
apply to the Montreal Stock Exchange and the Canadian, 
but in this past year I do not know whether the 
Toronto Stock Exchange have included this in their 
figures; but we have had a "de-listing" of the unlisted 
on the Canadian, That is, 
companies who have not wanted to fully list, but 
we have put them on the list for the, benefit of 
the public in trading. These have all been taken 
off now. 

MR. REID: I think there comes a point in 
the case of some of these speculative companies when 
you may feel there is unjustified trading in them 
and you may want to de-list them because you think 
the investing public is going to be more hurt than 
the present shareholders are going to benefit. If 
you see undue activity in a speculative issue which 
has no assets and apparently is not going anywhere, 
you may want to consider de-listing. There have been 


one or two cases where we have done it for that reason. 
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1 COMMISSIONER BROWN: Neither exchange has 
2 any regulations on de-listing when they get below 

3 a certain price? 

4 MR, REID: It is a matter of discretion, 
5 where you have to decide, the board has to decide 
who is going to get hurt the most. 

7 MR, CRUICKSHANK: That is the speculative 
Gases, not’’the list. 

9 MR. REID: That is in the speculative 

10/ cases. | 

11 COMMISSIONER LEMAN: There is a related 

12 subject mentioned in the Montreal Stock Exchange brief, 
1K) in paragraph 59, where you talk about disclosure. 
14 You suggest that their position seems to be rather 


15 weak in this field. You say: 


16 "But we have serious misgivings that 
17 such amendments would prove acceptable 

18 to Canadian corporations without some 

19 legal suasion." 


20 Would you say that the threat of de-listing --, or, 

21 at least, if the initial requirements regarding disclosur 
22 for listing were established --- 

23 MR, REID: Let us take, for illustration, 

24| the fact we would like all companies to publish 

25 quarterly reports of sales and earnings. If we tried 

26 to force listed companies into doing this they would 

23 be at a disadvantage in comparison to unlisted companies. 
28 MR. KIERANS: That is the handicap of that. 


29 COMMISSIONER LEMAN: But there are offsetting 


30 advantages? 
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MR. KIERANS: Yes. The exchanges could 
get together and impose very much more stringent 
requirements on listing corporations. As the Chairman 
has pointed out, we would have to gauge the handicap we 

are putting the listed corporations under vis-a-vis 

a competitor who may not be listed or a foreign 
subsidiary, or something of that nature. But there 

is the point of view of the.shareholders, and it is 
probably something we should be doing. But if we 
required full disclosure -- for example, I think a 
balance sheet is not a balance sheet unless it has 

a sales figure in there somewhere -- you have to start 
somewhere assessing the corporation's activities, and. tha 
A@uwlth the,.saleg,figure.. Ii.we imposed this.on the 
listed companies, in the paper industry we have all 
the Canadian companies listed with us, and it would 
impose a handicap on them because there is a number 

of competitors in this country who would disclose 
nothing at all. We are passing the buck here, really. 

COMMISSIONER LEMAN: You would like the 
legislature to do it because you think it would be 
a slight disadvantage to companies that are listed 
or want to list? 

MR, KIERANS: Yes, 

COMMISSIONER LEMAN: Do you visualize this 
would cause companies to withdraw that are now listed 
or that it would merely reduce the number of new 
companies that would list? 

MR. KIERANS: I cannot conceive that a 


company would withdraw because it has an obligation to 
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such a widespread shareholders' list. But it would 
have every reason to feel that it had been double 
crossed, let us say, because it listed under one set 
of regulations and then another set was imposed on it 
afterwards, Again, the major problem is not met 

head on, and it has to be met head on. That problem 
is more disclosure. 

Canadian corporations do not disclose 
enough about their activities in general; and if 
these exchanges, the three of us -- Vancouver, Montreal 
and Toronto -- got together we could at least take 
Garé of all the firms that are listed with us. But 
there is a large number of companies outside’ that 
list that might still have not been affected. 

COMMISSIONER LEMAN: I tried a similar idea 
when we spoke with the I.D.A., and did not get very 
far. Suppose the stock exchanges and the investment 
dealers gote together, using the principle it is 
not just the listing on the stock exchange who has 
to accept certain disclosure requirements when you 
expect the I.D.A. and stock exchanges to let 
securities of that company get out in the public 
and be widely distributed -- that is really what we 
are looking for. 

MR. KIERANS: Yes. 

COMMISSIONER LEMAN: It is the fact you 
expect a number of people to carry your securities. 
You have never tried to get together with the I.D.A. 
on this subject of disclosure? 


MR. KIERANS: Only in one or two isolated 
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cases we need them in this. I think the exchanges 
Should settle this with themselves. We have the listed 
companies. The I.D.A. would come into it only in 

the case of isolated cases which have debt securities 
out but not equities -- the T. Eaton Company, or 
something like that. The exchanges could settle this 
problem themselves. 

MR. REID: We have written to our member 
firms, asking them to give certain information we 
thought would be desirable, and many of them have 
written back saying, "Why do you want to put us at 
a disadvantage with our competitors?" 

MR. CRUICKSHANK: .. ©... Both exchanges 
have co-operated in that respect, with respect to letters 
to listed companies. 

COMMISSIONER LEMAN: Do you take these 
answers very seriously? 

MR, CRUICKSHANK: No. 

COMMISSIONER LEMAN: I say that, because 
certain informal studies have been made which seem 
to prove that what your competitors know about you 
does not come mostly from the official reports you 
make to shareholders, and usually your competitor 
knows a lot more about your business than what decent 
standards of disclosure would require. 

MR. KIERANS: There is no question about 
that. Actually, there is the larger: economic argument 
for requiring more information. If we want to set 
appropriate policies in this country dealing with 


various industries, we have to know the facts about 
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those industries. I remember, when I was teaching 
at McGill, asking a graduate student to do a paper 
on the pulp and paper industry. He did a partial one, 
but the Canadian International Paper figures were 
not in there, and half a dozen others. From the 
Canadian point of view, how can we really discuss 
the pulp and paper industry, which is so important, 
when we cannot discuss the economic facts? The arguments 
are overwhelming that there should be fuller disclosure 
and at a very much higher level than those that the 
exchanges require. We should be playing our part. 
THE CHAIRMAN: Would it be desirable to 
nave legislation or an arrangement between the exchanges? 
MR. KIERANS: We made a recommendation in 
the Corporations and Union Relations Bill that all 
the information supplied thereunder should be made 
public. This was the old bill, C-38, which was 
passed in the House. This takes up all your subsidiaries 
and so on, and the Americans competing with Abitibi 
or Consolidated Paper, and these figures are made 
public. 
If a Queen's graduate student wanted to 
do an analysis of the steel industry, say, this is 
the kind of information that should be available to 
him. If such information were made public the exchanges 
could go, the next or the same day, and, without 
any handicap to our listed members, could say, "This 
is what we will require you to do six months or 
a year hence." Then, nobody is hurt, and everybody 


ls providing this basic information to the Canadian 
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people. Not only the shareholders but the people 
who had to frame policy in this country -- the government 
civil servant, and so on -- would make Mr. Emerson's (D.B\S.) 
task very much easier, 

MR. GARDINER: I feel that Toronto has 
made great steps in this direction, particularly 
with its filing statements, which I would like Mr. 
Moysey to speak to, in which instance we force the 
companies, in the fullest detail, to divulge sales 
and profits, expenses and management salaries, to 
a great’ extent, and this includes a lot of companies 
that are listed. We°have put’ the’ préssure on a number 
of companies to the effect that they must file invest- 
ment portfolios and quarterly statements, etc. 

THE CHAIRMAN: You agree to some definite 
uniformity? 

MR. GARDINER: Yes. 

THE CHAIRMAN: By statute if necessary? ° 

MR. GARDINER: Yes. 

MR. KIERANS: Absolutely. 

MR. SOMERVILLE: The position in the United 
States is rather interesting, in that the S.E.C. 
requirement as to listed companies 18 that they may 
list on any stock exchange in the United States -- 
the mid-West, Pacific Coast and so on. Those so-called 
regional exchanges have complained that legislation 
has meant a stunting of their growth because a local 
industry will not list. Ifyou analyse the bidding 
list of regional exchanges they are largely in 


New York stocks. A company will accept a disclosure 
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of the New York Stock Exchange because of its 
prestige. But in this country would ' that happen? 
Without legislation applying to unlisted securities 
companies they could develop a sizeable unlisted 
securities market in Canada which does not exist at 
present. In Canada there are under 200, whereas 

in the United States there are estimated to be 125,000 
which have produced their own problems. This is 
what leads our people to think that enforcement by 
legislation would be a more practical manner in this 
country. 

THE CHAIRMAN: Because it would extend beyond 
the exchanges? 

MR. SOMERVILLE: Yes. 

MR. KIERANS: Particularly where 62 per cent 
of your industry is controlled abroad and you get no 
figures. 

COMMISSIONER BROWN: Could we talk about the 
question of commission rates? I gather from the 
briefs that you are both studying the question of 
commission.rates. 

MR. CRUICKSHANK: Commission rates have 
been static for the last 10 or 15 years, and very 
few changes have been made. We have compared ours 
with those of the United States, but in the New York 
Stock Exchange they base their rates on a value of 
100 shares, whereas‘we base ours on -so much per share, 
depending on the market value. I do not think we 
feel right now that there is any need, really, for 


any increase in the commission rates, 


> : 
ek, -~ 


~~, 4 
"ee a: 


ome 
ott. to | 


Sneqged dedt |) bLsow yrdavoo eldd af duG@ .ogitvesnq 


s nd 


| . ha [ao ‘ 
att to sausoed sgnsdoxd Noove WtoY we 


eettiuyose potekian o¢ yatyiqqs moidslatgel sues Iw 
betatiny efdsesta s qolsveb bluoo ysdt 26 teraqiros 
ts tatxe ton e90b dotdw sbhsasd at teslism astifusose 
asstedw .G0S t9bav sts stedd sbsnsd al .tnreeetg 
000 .@85 ed oft bedsmiteo ots oteds aetsdss betinw edt at 
at ett? .ameldorq nwo ttodd beoubowq svsd doidw 
| yd doemeototts tadd Aaatdd od slqooq wo ebsel dgsdw 
i etdd at vennsm Lsottosrq stom s od bivow nolislaigel 
-YIsTMVED | 
ponoyed pnetxe blyow ti seusoso@ sVMAMATAHOD BHT i 
F | faognsdoxs ont 
-COY . :GLTIVASMOE .AM 
jnso teq $5 sxedw ylrelvott1sd :Q@VAASIA VAM 
on teg voy bas bsoxrds bslloutnoo. at yiteubat rey ‘to 
eoimalt 
eit duods Alsd sw blued :“WOHE ARWOLTAeeIMMOd 
. add mout vendss I vaotst sotaaimmoo to noftasup 
oe to notteoup edd snfiybuse dtod ems voy ssc? atoind 
| »setsait.nofaatlmmos 
a evend asdst moteatmmod :<MMAH@NOIUAO .AM 
Yiev bas .eatsey ef xo OL deal ord tol oltsve meed 
. BVO betsgmoo eved oW .sbsm ased oved eegnsdo wet 
NxoY wet edt at gud ,esdsta betinU sdt to seodd ditw 
to. esulsv s sient aiead sesd yod? synsdoxd wxoota 
,ot6he toq doum ea mo e1No sasd sw’ asetedw ,eetade OOL 
ew aaidt gon ob I .oylsv toausm odd mo satbmeqeb 
tol .Wlfser .bsem yas ef sued dedd won tdgix Leet or 


) Ses ee -— .a9¢s1 noteetmnoo orld mt easotont yas f 


Nethercut & Young - 471.2 -_ 


Terento, Ontaric 


COMMISSIONER BROWN: Has there been any 
Suggestion or exploration of the idea of getting: on 
to the straight percentage basis for commissions? 

MR. SOMERVILLE: Yes, we have made studies 
from that standpoint -- particularly from the accounting 
standpoint, the savings in cost of calculating 
commissions. But the trouble is the slope you would 
have for stocks from $5 up to $75 is so much different 
from the slope Tor mining stocks’ ofa Tower prite. 

It would present a very drastic change. We took one 

step in establishing uniform rates for Industrial, oil 
and mining rates, but this creates a problem in adjusting 
on a two or four per cent basis right across the board. 

COMMISSIONER BROWN: In other words, the 
higher priced stocks would have to be at a higher rate 
than at the present time in order to average out? 

MR. SOMERVILLE: You would have to ieee 
drastic a change within the established rates to make 
an’ even slope. 

COMMISSIONER BROWN: How about Montreal? 

MR. CRUIKSHANK: I would agree with Mr. 
Somerville on that, I°'trled to compare™our rates with 
New York, but you must remember that they are working 
on a 100-share “lot;. I would say most of our business 
in industrial is less than 100-share lots -- five, 
ten, fifteen, twenty-five -- as compared to the New 
York 100-share lots. 

COMMLSSLONER BROWN: How about the question 
of a fixed percentage throughout? 


MR. CRULKSHANK: It could work out, but it 
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would require a lot of adjustment and study to make 
Sure you are not going to have a terrific increase 
or decrease in your different levels. 

MR, SOMERVILLE: This may be apparent 
in Appendix 35, where we compare commissions in 
Canada and the United States as. a percentage of the 
price, You will see we follow the United States! 
line pretty closely. Of course, we are competing with 
their commission rates on 128 stocks in the lower 
price range. 

COMMISSIONER BROWN: The problem of that 
Appendix is that in my copy it does not show which 
is which. 

MR, BRECKENRIDGE: The United States is 
the dotted line. 

MR. GRAHAM: The solid line is Canada, 
and the dotted line is the United States. 

COMMISSIONER BROWN: This is compared with 
the United States, but how about this question of 
arriving at a fixed percentage, as other stock 
exchanges do? 

MR. SOMERVILLE: You might say it was 
desirable from an efficiency standpoint to have it 
calculated as a percentage, but it would change drastically 
the rates of commissions for the mining and oil sections 
of the market. This would affect, we will say, 30 
per cent of our firms very drastically, cutting their 
revenue in half for the sake of having a uniform 
commission rate. As a practical thing it is difficult 


to see how it could be accomplished. 
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COMMISSIONER BROWN: Let us go to the other 
end of the scale: how about adjusted commission 
rates for volume? 

MR. SOMERVILLE: The size of order, do you 
mean? 

COMMISSIONER BROWN: Yes, that is right. 

MR. MOYSEY: We have a category of special 
sized transactions in which the commission rate is 
adjusted, but that only takes effect in the case of 


transactions of $100,000, or more. 
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COMMISSIONER BROWN: Do you think this is 
a proper limit before you adjust commission rates? 

MR. MOYSEY: That has come under three 
changes in the last ten years which have been acceptable, 
acceptable to our industry and to the investing public. 

COMMISSIONER BROWN: «’ This has been one 
of the criticisms we received fromosome ‘of. :the: large 
traders of stocks, that the rate was too high on large 
blocks, that is why they were developing a tendency 
to trade directly. 

MR. MOYSEY: To trade directly has been 
Suggested when they were going through the nominal 
efforts to object, but it is not a practical solution. 
The people who trade in large blocks claim this is 
best served by dealing directly with the market and 
the instances are very rare where they have sought 
to save commission by dealing direct and being unwilling 
to accept the fact the prices :they received would: be 
less favourable to the commission savings that they 
might gain. 

COMMISSIONER BROWN: What is Montreal doing? 

MR. REID: I think you would find if you 
drastically change the present scale of rates that the 
small investor would probably have to pay a higher 
commission in many cases, or else the industry would 
be severely handicapped in revenues because we can't 
go too high, we can't get out of line with the New 
York rates, and I don't think we are making too much 
money in the industry and the present rates are geared 


to produce a certain amount of revenue, and that seems 
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not out of line and if you start paying us on a straight 
line scale, a straight commission or perhaps a flat 
commission basis, I believe that there would be quite 

a revenue problem or else the commission rates might 
have to go up. If you cut down on the big blocks the 
smaller ones would have to bear it. 

MR. STEINER: If I read this chart correctly, 
it looks as though the percentage commission does drop 
as the price of the security rises. 

COMMISSIONER BROWN: This is obvious. 

MR, STEINER: And the large purchaser to 
whom you refer generally does buy securities of a higher 
price than penny stock, so he does get some discount 
from that point of view. 

COMMISSIONER BROWN: But if he is buying 
a stock in, say, the $26 category, he is still paying 
quite a percentage? 

MR. STEINER: But he is not --- 

COMMISSIONER BROWN: For the very large 
volume as well as the small? 

MR. STEINER: That is true, but there is some 
adjustment there. 

MR. CRUICKSHANK: ..A stock selling at $26 
in Canada, the rate is 35 cents a share, and in the 
States a stock selling for the same price would work 
out to 35.4 cents, so there is not much difference. 

COMMISSIONER BROWN: I am not worried about 
comparing them to the United States, Ii:.am asking what 
viewpoint you have on this question of very large orders 


and apparently, as I understand it, the concensus of opin 
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is that you can't afford to reduce the commissions that 
are charged on the very large orders because this is 
the only way you can help to keep up your revenue. 
MR. O'HARA: When it is over $100,000 they 
get a reduction, and this came after a lot of study. 
I know a lot of the institutes who deal in Quebec, and 
I couldn't see a large institute disclosing to the 
public the fact that before he sells he wants to sell and he 
would, have to go out and find a buyer. We go out and 
until after 
find the buyer for him, so other institutions don't know 
he publishes his balance sheet that he has sold. You 
have to keep specialized men who do nothing else but 
look after the block trades. 
MR. MARTIN: And usually pay a better price 
than would be the case for our blocks? 
MR. O'HARA: That is right. 


THE CHAIRMAN: We will adjourn now until 


2 o'clock: 


--- Luncheon Adjournment. 
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--= On resuming’ at 2 PUM; 
COMMISSIONER MACKINTOSH: Gentlemen, the 
Chairman said that we should proceed, and I think that 
my friend has some questions which he would like to put. 

COMMISSIONER BROWN: I think we would like 
to ask you a question on outside governors or public 
governors. The Toronto Stock Exchange in their brief 
expressed the opinion that they didn't serve any real 
purpose or do not contribute too much. The Montreal 
Stock Exchange apparently are considering the 
appointment of outside governors, so presumably they 
will have an Opinion on it of some kind. 

MR. KIERANS: I don't say that I am speaking 
for the Board, but I think there would be considerable 
advantage -- indirect advantages if you will -- to 
having outside governors. It would extend the frame- 
work of the discussions that would take place at the 
board meetings. I think as the administration of 
the exchanges comes more professional in nature, with 
the appointment of paid presidents, and so on, that 
the members will be less concerned with the questions 
of detail than the actual operations of the exchange; 
they will become more concerned with the policy 
implications of the exchange, the position of the 
exchange in the financial framework of the country, and 
I think if you had the president of a bank or of an 
insurance company or a trust company, that this influenc 
would serve to bring in outside points of view and I 
may say also, quite frankly, that it would probably 


lift the general tenor of the actual board meetings from 
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the minutia with which they are often concerned. This 
is a personal view. 

THE CHAIRMAN: Are there any other views on 
this subject. 

MR. REID: I might add that this is an idea 
that the Montreal board have kicked around and we think 
there could be some merit in it, but haven't done 
anything about it. 

MR. GRAHAM: We have thought about it, Mr. 
Chairman, and have some information with regard to the 
New York and the American stock exchanges who have outside 
governors, and there experience has been that they have 
not really contributed a great..deal because the work 
of the governors has been connected with the operation 
of the stock exchange and in many cases they have found 
it difficult to get governors to attend meetings, i.e, 
outside governors. 

The attitude of the Toronto Stock Exchange 
is that we don't see the need for outside governors, 
but we have no objection to outside governors. We 
don't feel they could make much of a contribution but, 
from the standpoint of the public reaction and the 
public relations, it might be beneficial for the public 
to think that there were people in the exchange, too, 
who were not in the brokerage business. In Toronto, 
as they have in Montreal, I think they made the. presiden 
a member of the board of governors, and Mr. Kierans 
and I are not called brokers and never have been, and 
we feel that this covers the situation pretty well. 


COMMISSIONER BROWN: In the Montreal brief in 
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paragraph 29 it states that the role of the exchange 

has expanded beyond the point where it can be administerdd 
on a day by day basis by elected officers, that there 

is a requirement for a large permanent or appointed 

staff. To what extent have the administrative 

functions been taken over by the permanent staff? Does 
the board meet daily? 

MR. KIERANS: No, the board of the Canadian 
meets once a month, and the board of the Montreal meets 
twice a month -- or every second week, rather -- and 
that is all, Now, I am in communication several times 
a week with the chairman on any matters of policy. 

COMMISSIONER BROWN: Does the board set 
matters of policy, and is it left to the permanent 
staff to carry out the day-to-day operations and the 
day-to-day decisions? 

MR. KIERANS: Yes. 

COMMISSIONER BROWN: How far are they permittdd 
to go? What is the scope of their authority? 

MR. KIERANS: Not this chairman, but the 
previous chairman said that he is going to double his 
Subscription to the Gazette because every morning we 
find out what the exchange had done the day before, 
and that was about a year ago, and I would say that 
more and more the operations of the exchange are being 
taken over by the permanent officers established. 

For example, our internal auditing staff is three .to 
four times what it was. We are expanding our statistica 
and research departments and any number of operations. 


We are prepared now to pretty fully examine 
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all applications for listing, and henceforth when these 
applications come in they are gone over by the secretary 
of the exchange, who is a lawyer, and by one of the 
auditors and then the whole report is just really pre- 
sented to the listing committee of the exchange for 

its approval. We do most of the work, but they have 

to make a policy decision on whether this company will 
or will not be listed, but all the data is there. 

COMMISSIONER BROWN: They do the administrative 
work and they get all the figures together and submit it 

MR. KIERANS: Yes, and with a strong 
recommendation in many cases. 

COMMISSIONER BROWN: I suppose in most cases 
the recommendation will be approved, but there may be 
Special cases where they may be turned down? 

MR. KIERANS: That is right. 

COMMISSIONER BROWN: That would apply also 
to any, well, minor decisions as to fair trading and 
other policing functions? 

MR. KIERANS: Well, there is a floor committe 
of the actual members or the traders concerned and they 
consult with Mr. Cruickshark and others. 

COMMISSIONER BROWN: So that the members 
of the exchange who are on the board of governors 
are not involved in the day-to-day detailed transactions? 

MR. KIERANS: Just thinking of the agenda 
very guickly, Mr. Chairman, can I expand on this; -the 
first three or four items, which might take up the 
whole of the lunch-hour meeting would be applications 


for membership or applications for partnership in member 
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firms, and these are the kind of things that the board 
refers to itself, and applications of listing companies, 
and so on, and then there is also the examination of the 
monthly figures, the operating statements of the exchanges, 


and so on. 


COMMISSIONER BROWN: -Does the same apply to 


Toronto? 


MR. GRAHAM: Very much the same, sir; there 
has been a practice in the Toronto exchange during 
recent years for the governors to give more and more 
of the operating work to the executive staff, with 
the result now that although the board meets every 
Tuesday, every week, their meetings last only about 
an hour and a half, the luncheon meeting, and their 
work is confined to sometimes considering disciplinary 
matters, and in that case they would perhaps call special 
meetings to deal with a particular case where a customer 
has made a complaint or a member has transgressed the 
regulations or to deal with important changes in partner 
ships such as new partners coming in, and that sort of 
thing; but the trend is to operate the exchange more 
the way a corporation is operated, the governors acting 
as directors and having the items on the agenda 
prepared by the executive staff, their function being 
to really deal with matters of policy. 

COMMISSIONER BROWN: Well, on disciplinary 
matters does the staff investigate any complaint and 
then recommend to the governor -- 

MR. GRAHAM: We don't recommend what the 


disposition of the matter should be, but we present the 
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facts to the board of governors and if they consider 
the offence justified in an appearance, a personal 
appearance of the culprit, he is summoned to appear 
and given notice of the charge that is being made, and 
SO on, 

We have afloor procedure committee, Mr, 
Breckenridge is the chairman of it, and their responsi- 
bility is to deal with breach of our regulations in 
trading and to deal with floor traders who have not 
complied with our regulations and occasionally they 
will refer the matter to the board of governors if 
they feel uncertain about the disposition. Similarly, 
other committees such as Mr. Moysey's committee which 
deals with the filing statements, on occasions will 
refer matters to the board of governors. 

COMMISSIONER LEMAN: I don't want to embarras 
you, but since we are reading paragraph 29 of the 
Montreal Stock Exchange brief don't you think that the 
phrase, "the president exercises discretion over all 
aspects of the role they should be playing in the 
country's economy." That is a very basic policy 
Foruthat; isnt -it? 

MR. KTERANS: Yes, 

COMMISSIONER BROWN: Is that --- 

MR.KIERANS: I didn'twrite that! 

MR. GRAHAM: That is the impression people 
have! 

MR. REID: It escaped my attention. 

MR. KIERANS: It says, "the role they should 


be playing in the country's economy". 
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COMMISSIONER LEMAN: It is not an accurate 
description. 

MR. KIERANS: No. 

COMMISSIONER BROWN: To what extent does the 
permanent staff initiate policing investigations, or 
do they wait for somebody of the -- shall we call them 
the elected staff -- to initiate complaints? 

MR. SOMERVILLE: We feel our responsibility 
is to bring cases to the attention of the board and 
we initiate the inquiries often, and the institution of 
an inquiry on the stock exchange can be a pretty delicate 
matter to lead into -- perhaps inquiries that are un- 
warranted -- so in the final stages you have to proceed 
in a fairly confidential way and we have recently, for 
example, initiated an action concerning a listed company. 
We consider this our role. 

MR. GRAHAM: And our examiners, who are 
chartered accountants and who are doing checks on. 
investment offices and accounts from time to time, 
all report to Mr. Somerville or to me and, as a result 
of these reports, we may feel there is a matter that 
should be reported to the governors or to the audit 
committee, or that should have further investigation, 
and we do then pursue this but, to enlarge a minute 
on what Mr. Somerville said about the delicacy about 
this, you may wonder why it would be delicate. 

We have found in some cases people who have 
taken a certain position with regard to shares in a 
company that would welcome an announcement that the 


Ontario Securities Commission or the Toronto Stock Exchange 
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is investigating this company because 


perhaps 
such an . announcement results in a depreciation 
in the value of a share; so sometimes we feel -- and 


I think that Mr. Somerville will back me up on this -- 
that certain things are done, fake telegrams are sent 
and fake announcements are made just in order to try 

and induce us to announce that we are making an 
investigation of a certain company in an effort to drive 
the price of the stock down; so this matter has to 
be dealt with very carefully, and we have an executive 
staff to deal with it quietly and try to get the facts 
before we bring it to the attention of the governors 


who are all brokers. 
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1 MR. KIERANS: In the past three weeks we 

2| have examined pretty closely the activities of two 

3] companies. Mr. Martin here suggested we should look 
4| into the matter because one of the officers of the 

S| exchange felt that the president of a certain 

6 corporation was pursuing, shall I say, an open-mouth 


7 policy of forecasting conditions, creating speculative 


8 Situations, and so on. But it can happen either way, 
9/ as Mr. Somerville and General Graham have said. But 
10/ + would consider it was our responsibility ‘lf the 

11/| governors read one day in the newspaper that one 

12| of our listed corporations had created a pretty 

13| nasty situation which resulted in costing the 

14 Shareholders money or, alternatively, that one of 

15 our member firms was in difficulty and that therefore 
16 its clients might be in danger. They expect us 

17|| to keep in touch with these things and to bring such 
18/ matters to their attention. 

19 MR. STEARNS: I do not mean to disagree 

20 with the president of the Toronto Stock Exchange, 

21 and what I wish to say is to lend emphasis to his 

22|| remarks. I should like to point out something which 
23 might not have been brought out sufficiently before, 
24 that we rely very heavily on the various committees 
25 of the Toronto Stock Exchange, and the membership 

26 does serve on these committees and reports to the 

27|| board. The various committees, particularly the 

28 filing committee which meets as often as the 

29|/| board of governors, every Thursday, do very hard work. 


30 MR. MOYSEY: I might add, with all due respect, 
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we meet longer if the board of governors are 
meeting an hour and a half, for we meet at 12.30 and 
it is unusual for us to be out before 3.30, 4.00 or 
4.30 o'clock. We are trying to cut it down, but it 
works out that way on a busy market. 

COMMISSIONER BROWN: Do you see an increasing 
development in having this done by a permanent staff 
rather than by members? 

MR. MOYSEY: The permanent staff can only 
go so far in preparing materials and facts, and the 
decision as to how far we are going to go and what 
you are going to allow in the underwriting of 
speculative mining securities should remain with the 
members of the exchange. 

MR. GARDINER: There is no question that 
more and more duties and responsibilities are being 
turned over to the permanent staff. A few years 
ago our meetings lasted to five o'clock, two meetings 
a week sometimes, and this became a tremendous, onerous 
burden on the members. As Mr. Moysey has said, there 
are certain functions that the members must perform. 
They have the industry-wide knowledge, and I do not 
see how a permanent staff could acquire this knowledge 
but apart from that they are taking over more and 
more the previous functions of the board of governors 
as far as the day-to-day operations are concerned. 

COMMISSIONER BROWN: Have you any opinions as 
to public reaction? I mean, do you think the public 
reacts favourably when it is more and more an 


independent group making these decisions and there is 
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less question of the possibility of some self-interest 
being involved, 

MR, GRAHAM: If I may speak to this, I 
am convinced that the public, in our part of the 
country anyway, feel that it is a good thing for 
more and more to be done by the executive staff who 
are not connected with the market itself. That is 
my personal opinion, and this is what we are doing. 

THE CHAIRMAN: At paragraph 107 of the 
Toronto Stock Exchange brief, mention is made of the 
participation in the market by professionals. This 
is also mentioned in the Montreal Stock Exchange 
brief at page 13. Could you expand a little bit on 
the functions of the professional? Apparently the 
word "specialist" is used in the United States. 

I do not know: whether the functions are the same 
but perhaps that could be explained. Could somebody 
do that? 

MR. KIERANS: I would ask Mr. O'Hara 
to explain that. 

MR. O'HARA: We talked earlier on about 
arbitrage, and in actual fact arbitrage as such does 
not play such a large part as it used to. The average 
arbitrage house has now become a professional trader 
and his functionson the market, I think, play 
a big part. He is quite willing to go and take on 
at his own risk a chunk of stock, taking it off the 
hand of the seller in hopes that he will make a 
gain on the market. He performs a similar job as 


the jobber in London or the specialist in New York, 
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and I feel he helps the market. He is not allowed 
in any way to interfere with a client's order, 

He has to step aside. If I go on the floor and I 
have a. client's order and he is bidding for certain 
stock, he has to step aside and let me buy it. He 
cannot interferewith the market at all but he can 
move the market. 

COMMISSIONER BROWN: This priority exists 
not only within firms but on the floor? 

MR. O'HARA: On the floor. 

MR, BRECKENRIDGE: I definitely agree 
with what has been said. We on the foreign stock 
exchange have recently introduced this Floor Procedure 
Gommittee. One of the main objects for setting up 
the committee, and the main point we lookediat,owas 
to see that our customers were at all times getting 
priority in their business, in their orders. I think 
it is the A.B.C. of brokerage ethics that no broker 
is going to interfere with the orders of his client. 
We felt, however, that perhaps it should be made 
a little broader and that we should make sure that 
a customer's order could not be interfered with 
anywhere on the floor by a non-customer's order. 
That is why we have put the regulations and rulings 
of the Floor Procedure Committee timta éffect] along 
that line. We feel that the professional certainly 
fas a place in the scheme of market trading, but 
at no times do we feel he should interfere with 
a client's order. 


THE CHAIRMAN: The professional is a member 
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of one of the member firms of the exchange? 

MR. BRECKENRIDGE: Yes. In the category 
of a professional -- we call him a non-customer -- 
we place a member, partner, director’ or employee 
of a firm. In other words, if the person is working 
for "X" firm and is an executive or employee, then 
he is classed as a non-customer, 

THE CHAIRMAN: Then, at certain times for 
certain purposes, he buys shares for the firm's account? 

MR. BRECKENRIDGE: Yes. 

THE CHAIRMAN: And at other times he sells 
Shares or he may sell short? 

MR. BRECKENRIDGE: Quite so, 

THE CHAIRMAN: Could you expand a little 
more the real purpose of that, and its effectiveness 
and to what extent it is successful in accomplishing 
this purpose? 

MR. BRECKENRIDGE: You mean the operation 
of this professional, Mr. Chairman? 

THE CHAIRMAN: Yes. 

MR. BRECKENRIDGE: I would say from time 
immemorial his finest pka&ace has been when there has 
been a wild fluctuation on the market, either up or 
down, and when orders are not therefore in sufficient 
supply to either stop the market from rising too 
quickly or from going down too quickly. At that 
time the professional will step in on his own accord, 
or on his firm's accord, and steadythe market, 
as we call it, by. either taking some stock if 


the stock in his opinion is going down too fast or 
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selling from a long position or even selling short, 
if he thinks the stock is going up too fast. 

THE CHAIRMAN: If he finds that the stock 
is falling on the market he may to some extent slow 
down the fall but he could lose quite a bit of money. 

MR, BRECKENRIDGE: In fact, he has on 
many occasions, I am sure, sir. 

THE CHAIRMAN: *“.Thenhis firm would take 
the loss? 

MR. BRECKENRIDGE: Definitely. 

THE CHAIRMAN: And really what he is doing 
is something which is presumably in the interest 
of the market generally, as I understand it? 

MR, BRECKENRIDGE: That is right. 

THE CHAIRMAN: Does each firm have a 
professional operating in this field? 

MR. BRECKENRIDGE: No, I eau say the 
number of professional traders in relation to the 
98 or 100 active firms on the Toronto Stock Exchange 
alone is very, very small. 

MR. GARDINER: One thing that should be 
pointed out is that many of these professionals 
trade in odd lots, which creates an odd-lot market 
and this, of course, is most beneficial because when 
a brokerage house has an order to sell an odd lot 
it is most unlikely there is going to be some customer 
in some other house which wants to buy an odd lot 
at this particular time, so this trader, whom we 
classify as a professional, will gamble by always 


creating a market in odd lots and buy the odd lots 
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a little below the market and sell them a little 
above and thus make a minimum of profit. But this 
is certainly an important function in the operation 
of our exchange. 

COMMISSIONER BROWN: I think we should 
clarify one point, and that is that these operations 
are not done with the intention of taking a loss. 
This might almost be assumed from the previous 
Statement. 

THE CHAIRMAN: That is one of the 
things I have great difficulty in understanding. 

Why does he buy the stock at a time when he might be 
involved in such great risk? If he waited a little 
bit until it reached nearer the bottom, his loss 
then might be very much less, or his chance of loss 
would be very much less, 

MR. BRECKENRIDGE: He might be 
endeavouring to evaluate the bad news better than - 
the ordinary public. What originally causes the stock 
to go down is news of a fire or something of that 
nature. This causes selling and there may be a few 
bids and he guesses that it will not be as bad as 
the public 1s making it out «to be. 

COMMISSIONER BROWN: While his action 
means that somebody will be able to sell his share 
at a better price than he otherwise could, it also 
means that somebody ‘else will not be able to buy 
as well as he otherwise would. 

THE CHAIRMAN: In a sense in his activities 


he is acting for himself in the same way as the customer 
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does, 

MR. GARDINER: He is trying to make a 
profit. There is no question about that, but they 
do not always make a profit. Most of them suffer 
losses, but they are trying to make a profit. The 
result is that when you have so many doing it it 
creates a broader market. They do not buy to support 
the market but because in their opinion the stock is 
as low as it will be. 

COMMISSIONER BROWN: This is what I wanted 
to make clear. 

MR. GARDINER: But the result is that 
it broadens the market and means a bigger demand 
when needed, and a bigger supply when it is needed, 

MR. THOMPSON: It also occurs that where 
the spread between the bid and the asking is very 
Wide, the trader might look at the last sale and 
take stock on his own account at the last sale, thus 
creating a better market. 

COMMISSIONER MACKINTOSH: This is probably 
an elementary question but is this professional always 
a professional or is it just occasionally he acts 
on his own account and not for a customer so that in 
effect any trader on the stock exchange may be a 
professional at some given moment of time? 

MR. GARDINER: That is correct. 

THE CHAIRMAN: One point that is clear is 
that at no time is he an amateur. 

COMMISSIONER BROWN: I should like to get 


the mechanics of this down a little more clearly. How 
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are these orders differentiated? 

MR. BRECKENRIDGE: First of all, the order, 
as you know, originates in the office of any one 
of the members and when that order is handed to the 
order clerk: of the office it must be tagged. Usually 
they use the letter "Pp" if it is a non-customer 
order. Then when that order is phoned from the 
order clerk desk of the office to the office clerk 
on the floor of the stock exchange, if it is tagged 
with the letter "P" or any other symbol used by any 
one office, that is passed on to the order clerk 
on the floor and in turn, when the order is handed 
to the attorney or floor trader, it is marked, "This 
is a non-customer order or professional order" and 
is handled as such, 

COMMISSIONER BROWN: How do you police 
this, in fact? 

MR. BRECKENRIDGE: Actually, sir, it 
cannot be completely policed. I think I may say 
that we feel sure that the members of the Toronto 
Stock Exchange, who were well briefed on this 
procedure before it was put into effect, agreed to 
go along with it. I am sure that it has been gone 
along with by them. As far as the floor traders or 
attorneys are concerned, I am sure they are making 
as certain as possible that every order they get is 
marked properly, for the penalty that may be meted 
out to a floor trader who transgresses the rules 
is pretty serious in their eyes. It may be a fine 


of $500 or suspension or expulsion if a floor trader 
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1 is found guilty of not obeying the regulations. 

2 COMMISSIONER BROWN: Let us go one step 

3 further. Have you fined any transgressors since you 
4 have put in the regulation? 

5 MR. BRECKENRIDGE: Yes, two. 

6 MR, GRAHAM: “-I “think “ft “Us only ‘fair'“to 

7 say, Mr. Commissioner, there could be the odd trans- 
8 gressions that would be difficult to pinpoint, but 

9 if anybody did it as a practice we could very easily 
10| md quickly discover that heuwas, acting.as' 4a 

11 professional without properly marking the orders. 

12 MR. O'HARA: The Floor Committee has the 
13 right, if they choose, to verify that order right 

14 through to the order desk and see the original order, 
15 and on occasions this has been done. 

16 COMMISSIONER LEMAN: Have you considered 
17/ instituting in Canada specialists as they have them 
18] in the New York Stock Exchange? 

19 MR. GARDINER: We have tried it on the 

20 Toronto Stock Exchange. We experimented and spent 
21 a lot of time on this. Perhaps Mr. Somerville could 
22 tell you in more detail what happened. 

23, MR. SOMERVILLE: Yes. We experimented 

24 some three or four years ago because we were planning 
25 at that time new premises, and we were giving 

26 consideration to the design of the floor and the 

27 Operation of the floor and we made a study in this 
28 area. 

29 
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We really tried two different systems. The 
first time the specialist was described in general 
terms, very much as in the American practice. He 
handled open orders and he was also allowed to trade 
on his own account and handle odd lot orders. There 
was objection on the floor to giving him too much 
latitude in the market because he had knowledge of both 
Sides of the market and therefore had an advantage over 
the rest of the traders. Therefore, in the second 
period, we cut. down his functions to that of Simply 
handling open orders, He was a broker's broker 
on the floor handling open orders. 

We learned quite a bit from it. We had a 
number of converts, I think, in the industrial market, 
but there were many people whe said that this would 
be impossible to function in the active mining or oil 
market. I would say we will be watching with close 
interest everything that happens in the United States 
during the present inquiry. 

The specialist is certainly performing a 
function, the same as the professional is, except that 
he is under compulsions in the market whereas the 
professional is not, although I expect that the des- 
cription of a specialist in the United States is 
a little too rosy. He is also operating for his own 
profit, and he has a distinct advantage over the rest 
of the marketplace. This has been subject to some’ 
criticism. I cannot say that we have been able to 
find a solution, but we have certainly learned a lot. 


COMMISSIONER LEMAN: Have they started drivin 
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around in Rolls Royces? 

MR. SOMERVILLE: The New York specialists? 

COMMISSIONER LEMAN: Yes. 

MR. SOMERVILLE: I think in a busy market they 
will do quite well. 

MR. GRAHAM: I have heard in my office a 
representative of the S.E.C. say that they were very 
far from satisfied with the specialist System, and that 
they considered there was a great deal more merit in 
our system in dealing directly, broker to broker. 

COMMISSIONER LEMAN: The only thing that seeme 
Strange was this idea of not separating the functions, 
and, as Dr. Mackintesh inquired about, having someone 
decide at one moment whether he is a professional or 
whether he is an agent. It seemed at first to be a 
weak approach, but perhaps that is not as simple as 
it sounds. 

MR. GARDINER: But they cannot compete,. of 
course. lf it is for a customer the professional or 
the specialist has to back away. The price is the same. 

MR, GRAHAM: I think the important point 
to remember is that the professional is not competing 
against his client or anybody else's client. It is 
very important to understand this. If he buys then he 
buying :becaise there is nobody else buying. .- 

MR, GARDINER: Nobody else. is willing to buy 
at that price, 

MR. O'HARA: A specialist as such must call 
the market on the stocks, and he must take odd lots if 


they are offered to him, He cannot back off, whereas 
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the professional dees net have to be in there at all. 

I know that on a number of occasions we have had people 
come to us and ask -- a fellow has offered to set up as 
a specialist, and it has been stated that it is almost 
impossible to work in our market. 

THE CHAIRMAN: In view of the general public 
importance of the exchange and activities of the kind 
we have been discussing, is there anything to be said 
for having more information available about this sort 
of operation -- public information. For instance, I 
am thinking of the publication of aggregate statistics 
of this sort of operation on a regular basis. Perhaps 
there is not much point in that. Would it be of any 
value to the public, or to people who are interested 
in the operations of the stock exchange? 

MR. KIERANS: Anyone who is interested can 
certainly get a full description and a briefing on the 
entire operations ef the exchange, including this parti- 
cular operation. It seems to me to be highly technical. 
There is no reluctance on our part to make such 
information available. 

THE CHAIRMAN: I suppose balance sheets are 
available. 

MR.KIERANS: Of the specialists -- of the 
professional trader? 

THE CHAIRMAN: Yes, to show how much stock 
was being carried, and hew much was sold shert, and 
so on. Is there any advantage in that? 

MR. REID: We do publish our sales, 


MR. STEARNS: We publish all the short sales. 
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THE CHAIRMAN: That is available to the public 

MR. CRUIKSHANK: It is shown as at a certain 
time. 

COMMISSIONER BROWN: How about the publication 
of firms '' balance sheets? Now, there is a general polic 
that this is not done because it is a professional body, 
and so forth. Have you censidered publishing each year 
combined balance sheets such as you have supplied us with 

MR. KIERANS: I think we would be quite pre- 
pared to publish. Torento, as a matter of fact, has 
already beaten us to it by publishing it in their annual 
report which they have included in their brief. I am 
certain our members would go along with publishing 
annually the kind of infermation you have asked for, 
and received from us, without any trouble. Are you 
asking that the member firms themselves sheuld publish? 

COMMISSIONER BROWN: You have told us in your 
brief that you are against the member firms publishing. 

MR. STEARNS: No, we have no restriction. 

We do have member firms who publish. 

COMMISSIONER BROWN: Let me rephrase that. 
You are against compulsory publication. 

MR. STEARNS: Yes. These are private companiks, 
and we do not think there should be any compulsion. 

MR. GARDINER: I think a number of members 
would not be -against it, but I think the majority are. 
They refer to the legal profession. These are private 
companies. Why should the stock exchange be picked out, 
for instance, although there are many members who are 


not reluctant to publish their balance sheets. 
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MR. GRAHAM: What good would come of publishin 
them? That is what we ask ourselves, Why should they 
be published? 

THE CHAIRMAN: That was in my mind. I do 
not know. 

MR. GRAHAM: We have our audits. We have 
a very, very rigidly enforced audit system. We have 
our own exchange examiners who spot check the member's 
financial position. We say that these are private 
companies. Why should they be discriminated against 
as opposed to other private companies? However, if 
they want to publish these financial statements, then 
we have no objection, and some of them do. 

THE CHAIRMAN: It is not as if the public 
were buying shares in your firm. 

COMMISSIONER BROWN: On the other.hand, you 
ane @oting ina pesitien of trust... 1 think that I was 
possibly misunderstood here when I suggested that. you 
Should publish combined balance sheets, I do not see 
it in the annual report of the Toronto Stock Exchange. 

MR. KIERANS: No, but they publish a 
report of their own activities. 

COMMISSIONER BROWN: Yes, from the point of 
view of showing the public what their financial backing 
is. 

MR. GRAHAM: Supposing all of our members 
published a financial statement. Would that not place 
some of them in an invidious position, and would it not 
affect their position unfairly if it was seen that some 


of them have less capital than others? 
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COMMISSIONER BROWN: I asked the question 
about a combined set of res ee 

THE CHAIRMAN: The aggregate statistics. 

MR. GRAHAM: For the whole membership? 

THE CHAIRMAN: Yes. 

MR. KIERANS: We have broken new ground by 
Supplying this information to the Commission. There 
was no objection on the part of the member firms when 
the staff asked for the information. They just reviewed 
this very quickly. They did not query whether we were 
giving you too much or too little. We just said: "This 
is what the Commission wants", and that was all right. 
Asa matter of fact, I think it might be beneficial 
if we continued it from year to year, 

MR, CRUICKSHANK: These figures are given 
yearly to the Bank or Canada. 

MR. GRAHAM: I cannot see any reason why the 
brokerage industry should publish a statement as to 
what the exchange brokers make or lose in a year any more 
than the Law Society of Upper Canada should publish 
what their members earn or lose. 

MR. STEARNS: I think it does not do anything 
more than publicize what the capital of the firms is. 
If you are talking about the financial Stability of the 
firms, then the public still knows that the firm with 
the least capital is still meeting very stringent 
requirements. : 

COMMISSIONER BROWN: I think you have answered 
my next question. Thank you very: much. My following 


guestion is: Why is this not done? Why do you not tel} 
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the public how much your members have to. have? 

MR. KEARNS: This is another responsibility 
that the permanent staff will have to take on. A member 
docs not make any money when he is spending an awful 
lot of time on exchange affairs to the detriment of his 
own business, but now this can easily be made the 
responsibility of the exchange, and part of the members'! 
general responsibility to make more information available 

MR.GRAHAM: Personally, I would hate to make 
any statement that would appear to indicate that we 
should do this. I would want to think about it. 

COMMISSIONER BROWN: On the question of bond 
trading, the Toronto Stock Exchange has expressed 
Opinion that an over-the-counter market was sufficient. 
There was no expression of opinion in the Montreal brief 
that I could see as to whether bonds should be listed. 

MR. MARTIN: To begin with, sir, ‘you would 
have to go pretty far afield to be able to call a market 


on every issue of bonds that is outstanding. Toronto 


Hi 


Met., if you wanted to take one issue, for example -- 
do not know how many issues you would have to have 
quoted on that particular security alone. They are 
all serials. You would run into thousands and 
thousands of issues. I think it would be highly 
impractical. 

OMMISSIONER BROWN: So that we can say that 
Montreal's opinion +s the same as Toronto's? 

MR. MARTIN: Yes. 


COMMISSIONER BROWN: Would you explain for 


the record what you mean by a central Jepository fur shar 
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MR. CRUIKSHANK: A central depositary serves 
the same function as a banking institution. In other 
words, the stocks would be held by the central depositary 
in one bleck, so. that if one person wished to transfer 
Shares to another person all he has to do is to make 
out a cheque which instead of being for money would 
be for so many shares. This would alleviate all this 
business of transferring shares from one broker to anothe 
Every broker would have a deposit consisting of so 
many shares of Brazilian traction, Abitibi, and so on. 
When he sells on the exchange he would not have to go 
through the procedure of drawing out those securities 
from the box, putting them through the clearing house, 
and then have them going from that clearing house to 
the buying broker. That would all be done by means 
of a,chegue,. you, might. say. In other words, it would 
be like we do with money under our present system of 
banking. Nobody goes around with all his money in his 
pocket. He has it in the bank, and when he wants to 
Spend some of it he issues a cheque. In the central 
depositary system the cheque would be issued for so 
many shares. 

MR. GRAHAM: I made a fairly close study of 
central depositaries while I was in Europe last autumn. 
They have had this form of not handling share certificates 
in Germany for many years, and during the occupation 
of Paris the Germans forced the Paris Bourse to adopt 
the same system, I saw the system in Dusseldorf, in 
Frankfort, and in Paris last fall, and it is certainly, 


as Mr. Cruicksharkhas said, an institution which acts 
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as a bank acts for the deposit of shares. While there 
are many difficulties that we would have to iron out 
before we could introduce the System here we on the 
Toronto Stock Exchange hope that in the not too distant 
future this system will be introduced. 

There are problems with regard to the payment 
of dividends, for example, but this is all taken care 
of through the central depositary. The cheque goes 
to the central depositary and it is there divided up -- 
that is for all the shares that are issued -- and sent 
out to the different brokerage houses for the amount of 
Shares that are on deposit in the central depositary 
that belong to them. 

In Paris they do not know how they ever got 
along without this system now that they have been operatin 
for some years. It makes one think that we are still 
operating in the horse and buggy days when one thinks 
that our brokers have to carry great packets of certifi- 
cates around every afternoon to cover the deals that 
were made a couple of days ago. This, we feel, would 
be eliminated in the same way as the carrying of money 
has been eliminated by our using cheques, 

COMMISSIONER LEMAN: This is a good thing that 
the occupation did for France. 

MR. KIERANS: Hitlewanted to know where the 
French securities were. 

THE CHAIRMAN: What this amounts to is that 
the shares of all of the brokers on the exchange that 
are in the possession of the brokers for their clients 


and for their own accounts are all placed in one central 
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depositary so that at the end of each day when the net 
position has changed there is a certain net amount of 
Shares that has to be distributed to certain customers. 

MR. GRAHAM: If the customer wants to take 
possessidn, yes, and if net, there is just a book entry 
made. 

THE CHAIRMAN: Yes, that is right. Some 
customers do and some de not, and at the end of every 
day there might be a very slight difference in the 
total or the aggregate, so that every day there is 
Some sort of a clearing. 

MR. GRAHAM: “That is right, sir. This 
depositary would be operated by a separate corporation. 
The stock exchange might supervise the function, but 
as we see it it would probably be an organization that 
would be owned by the banks, the trust companies and 
the brokerage community. I am speaking now in general 
terms, but one of the preblems that could arise would: 
be the fact that the transfer fees that are now paid 
to the trust companies weuld not be paid, and because 
of that we might meet a certain amount of opposition 
from the trust companies. 

THE CHAIRMAN: The trust companies do not 
like 1t? 

MR. GRAHAM: Yes. 

THE CHAIRMAN: But, on the other hand, if 
that type of business is no longer necessary then ahy 
should the customer have to pay that fee? 

MR. KIERANS: It is not money in the hands 


of the trust companies, as I understand it. 
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MR. CRUIKSHANK: There would also be a terrifi 
Saving in insurance that the brokers have to carry. 

THE CHAIRMAN:. Yes, I can see that a tremendou 
amount of money can be saved by this system, and there 
will also be a saving in the amount of bookwork that 
has to be done every day. It would make the bookkeeping 
very much simpler. 

MR. CRUIKSHANK: Yes, it would be a simpler 
operation. | 

MR. GRAHAM: If you could get a report from 
the Vancouver Stock Exchange I think you would find 
that they have already produced a form of central 
depositary. 

THE CHAIRMAN: They are always progressing. 

COMMISSIONER BROWN: This would cover only 
the certificates that clients left with the brokers, 
and if a client delivered certificates as a security 
against a sale, they would go through the depositary? 

MR. CRUIKSHANK: That is right. 

COMMISSIONER BROWN: As a part-way stop have 
you discussed at all the* possibility of clearing through 
trust company receipts? 

MR. REID: Would not this be almost as much 
work as getting the certificates? 

COMMISSIONER BROWN: Yu would save time in 
the sense that. if you delivered a receipt that is pro- 
perly signed to a trust company, and they gave you a 
receipt for XYZ, you could transfer this receipt the 
Same day instead of waiting three days before you got 


es Has this been discussed at all? 
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4 
1 MR, SOMERVILLE: Something like that was 
2 discussed with the transfer companies. Wewere working 
3 with them in the designing of a system, and one 
4 of the alternatives was Something similar to that, 
5 that when you sold your Shares you. surrendered 
6 your certificates to the trust company and they 
7 destroyed the Sener sare and gave you a receipt. 
g| So it would not be the same volume of nice parchment 
9 paper around about; but they offered us rates that 
10 were not attractive, shall we say. We thought we 
11 could do better in planning our own system. This 
IZ) Cis a“posstbility: ¢ 
13 MR. GRAHAM: It goes part way. 
14 COMMISSIONER LEMAN: You would not carry 
15 it so far as to develop an overdraft system.for certificates, 


would 
/ you? (Laughter). 


COMMISSIONER BROWN: This morning you 
mentioned -- I think both stock exchanges mentioned, 
in connection with the training of personnel, that you 
encouraged your employees to take the I.D.A. courses 
‘I. and II... Is there any other comment any of 
you want to make about contact with the I.D.A. or 
co-operation with the I.D.A., just for the record? 

MR. GRAHAM: . our co-operation and 
liaison with the I.D.A. has improved even during 
the past few months. We have a member of our board 
whose responsibility it 4s to lidise with the I.D.A. -- 
that is Mr. Steiner -- and we operate very closely 


together in discussing policies, and so on. I do not 
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think there is much more that can be done now. 

MR. MOYSEY: It is more than a liaison 
between two separate but* parallel institutions. So 
many houses are active in both associations that 
the liaison is going on from minute to minute within 
those firms, and they ers a very substantial part 
of the membership. | 

COMMISSIONER BROWN: How about the 
Broker-Dealers" Association? 

MR, STEINER: Approximately 28 members of 
the stock exchange are members of the Broker-Dealers' 
Association. I have been Chairman of the Board of 
Governors of the Broker-Dealers' Association for 
five years, and I think it is probably through that 
connection that I have art on the Filing Statement 
Committee of the stock exchange since its inception 
in 1958. That is a committee that deals with the 
type of security which would be more closely 
allied to what broker-dealers handle. In that 
way I have attempted to form a very close liaison 
between the stock exchange and the Broker-Dealers' 
Association, There are also two other members of 
the exchange on the board of governors of the 
Broker-Dealers'! ‘ies cua am The total board of 
governors numbers nine, so one-third is formed from 
members of the stock een 

COMMISSIONER GIBSON: I might ask a few 
questions about the exchange!s relations with other 
institutions. How about the question of the extent 


to which other people compete with you in providing 
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advice in portfolio management and so on? This is 
done to some extent by trust. companies Brit, in some 
respects, by banks. There are a lot of security 
advisory firms, Is this becoming more widespread 
than it used to be? 

MA, REEDS? IUhink it ts% 

MR. MARTIN: Very much more so, I would 
say. In any house of any size I think it forms a 
very important part of their over-all function. 

This is something that has grown over the past few 
years, to the point where it almost has become a 
necessity in any large gto. The constant review of 
clients' holdings and keeping the portfolios in 
balance is very mpostene: 

COMMISSIONER GIBSON: I understand that, 
but is more and more of your business coming through 
other financial intermediaries -- banks, investment 
counsellors and so on? 

MR, REID: They are increasing their business, 
and they have to go to a broker, 

COMMISSIONER GIBSON: Proportionately, is 
it an increasing part of your business, or is it 
Just growing in all fields? 

MR. REID: That would probably vary from 
house to house, depending on how many connections 
you have who are investment advisers. 

MR. O'HARA: In many cases a lot of ee 
use a trust company and a broker. He uses those 
for advice, and they consult one another as to what 


they consider best would fit into his portfolio. 
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That naturally sends that business to that particular 
broker. 

COMMISSIONER GIBSON: You are not just 
talking about trust estates, but individuals who 
do it this way? 5 

MR. O'HARA: Yes, this also works with 
banks too. The banks PG have the securities research 
we do, and they will often come to us for advice 
on certain accounts, and,we get the business for it. 

MR. KKADLEC:): »I might say, Mr. Commissioner, 
the iemenbicie relat you have been asking will be 
more apparentin subsequent years, now the Montreal 
and Canadian Stock Exchange have their annual 
transaction study indicating that portion of trans- 
actions carried out by suit fie individuals, on the 
one hand, and fret Hinvane on the other. 

By way of analogy and, perhaps, of interest, th 
New York: stock exchange has for some time studied 
the way in which individual shareholders became such. 
That is, whether they acquired their stock through 
the influence of a broker or a bank or trust company, 
and so on. The indications are increasingly that 

institutions are MP weneing people more and more 

“~~ '., Over the last Levee years, in that instance -- 
to acquire equities. 

COMMISSIONER GIBSON: I notice that in the 
Toronto Stock Exchange brief you give a list of the 
members,of member firms who have directorates in 
other financial organizations. This does not suggest 


any very great interlocking. It is a patchy sort of 
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picture. Are there any other close -- or, say, 
any close connections of other forms of business -- 
with industry or mining or anything of that kind -- 


that is evident? 

MR. GRAHAM: There is a close -- not a 
"working arrangement," but certainly a friendly 
exchange of ideas, and SQ on, between brokers and, 
Say, the mining and metallurgical association. 

MR, STEINER: “Phat is correct. 

MR. GRAHAM: And the Canadian Analysts! 
Association, 

COMMISSIONER GIBSON: What about directorates? 
Is there much connection between industrial enterprises 
and brokers and mines and brokers? You give this 
picture of the rbaeetonshtp between the membership 
of the exchange and financial organizations; and 
there is not a great Ge das BNC. 

MR. GARDINER: I think many of the 
underwriting firms, the principals or partners or 
directors, are also directors of industrial companies 
which they have underwritten, because they want an 
opportunity to sit on the board and protect the 
Shareholders because they sold the shares to them, 

I think, as time goes on, there are going to be more 
and more brokers who arevalso directors of various 
industrial enterprises. “I think this is a trend, 

and I do not think that they are active in these 
enterprises, but they are certainly represented on the 
board. 


COMMISSIONER GIBSON: This is fairly widespread, 
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is it? , 

MR. GARDINER: 4In my opinion, it is. 

MR. MOYSEY: I, think there are two reasons 
why you might find a member of the stock exchange 
being on the board of an* industrial company. 
Particularly in the case’ of underwriting there..is 
a responsibility on sive, telat tae house to follow 
through and to establish liaison information which 
will protect their clients, In many cases an) 
industrial company will come to a member firm upon 
whom they have relied for advice and ask a member of 
that firm to sit on their board; and it is a very 
economical way of getting excellent financial advice. 

COMMISSIONER GIBSON: And it cements the 
connection, in looking £6 the: future? 

MR. MOYSEY: yes. 

COMMISSIONER GIBSON: This has more to do 
with underwriting services than anything else, does 
it not? 

MR, MOYSEY: Ithink that is the most 
common reason. 

COMMISSIONER GIBSON: You do not see 
any difficulty about this? 

MR. MOYSEY: Unless abuses can be found, 
I think it-is constructive, normal and healthy. 

COMMISSIONER GIBSON: Going on to the 
question of the: éxchmpegrelations with the Federal 
Government: you do not have any formal contact 
with the central bank, I take it? 


MR. KIERANS: None. 
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COMMISSIONER GIBSON: Do you have any 
informal contacts? 
MR. KIERANS: We just know them; that is 
Lie 
COMMISSIONER GIBSON: Is there any talking 
back and forth? " 
MR. KIERANS: No, they have only called 
Montreal two or three times. They called us at 
the time of the break, Ix guess on May 28th,and they 
wanted to know if we would check around and try to 
find who did the selling, and we found out what we 
could for them. They wanted to know whether it was 
institutional or any mutual funds which started to 
sell at .that time, which*had not happened. We are 
available for anything hae want, but we just do not 
hear from them. 
COMMISSIONER GIBSON: You are talking 
now about the central bank? 
MR, KIERANS: Yes. 
COMMISSIONER GIBSON: How about the 
Department of Finance, is there any connection there? 
MR, GARDINER: Mr. Pettet, who is the 
Stock exchange orauditor, :, has just reminded me 
that yearly we send in a combined statement to the 
Bank of Canada, so we certainly have that connection. 
COMMISSIONER GIBSON: But you do not get 
many Suggestions from them? I think you did quite 
a while ago, in the early 50's? 
MR. KIERANS: Once, 


MR. GARDINER: © And monthly figures. 
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COMMISSIONER GIBSON: That is information 


2 you, provide? 


3 MR. GARDINER: Yes, that is correct. 

4 COMMISSIONER GIBSON: Butv.coming the other 
5 way? 

6 MR. KIERANS: ihe demands are very few. 
7 MR, SOMERVILLE: i can remember one or 

8 two occasions when they rave discussed the size of 
, our call business, 

- MR. STEARNS: We would expect them to 

ii express an opinionAf they found they were far out 
t2 of line, 

<i COMMISSIONER GIBSON: Asking for or 


14 expressing an opinion? 

15 MR, STEARNS: Whether they were too high 

16/ or what was the nature of the security collateral. 

17 COMMISSIONER GIBSON: Do you feel you 

18/ have a fairly good idea of what the monetary authorities 
19 are thinking? Let us be more specific: how about 

20/ the bank rate? Do you like a definite kind of bank 

a rate signal, or do you like the system we had a 


221 iittle while ago? 


* 


” MR. KIERANS: JThe system we: had a little 
a4 while ago was not really asystem. 

ai COMMISSIONER GIBSON: It was a Bede of 

a machinery. 

aad MR, KIERANS: It did not mean anything. 


28] you: just took you phil rate. The fixed rate is a 
8. we 

29 much ‘clearer economic indicator on this, the way 

30 the government feels about the money supply, in that 
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broad sense, It isa definite signal. 

COMMISSIONER GIBSON: Do you think it is 
helpful to you to have a signal like that from the 
central monetary authorities? 

MR. KIERANS: Yes, and I think it probably 
would give you a little better feeling that the governmen 
itself would be bound, ae least, to conduct its own 
policies in relation wach the signals it is giving 
out. I do not think we ,have always had this confidence 
in the past. 

COMMISSIONER GIBSON: I am thinking of your 
own policies in relation to what you found the monetary 
environment was -- such as margin requirement, and 
so on and so forth. You are presently guided by 
your general assessment of what the situation is. 

Would you like more signals from Ottawa on these 
things? Do you see what I am getting at? 

MR. KIERANS: Yes. 

MR, REID: Strictly, from a narrow stock 
exchange point of view, I do not see it has any 
importance to us, except that if they carry out the 
right policies we get a bigger trading volume! 

MR. GRAHAM: .> For. the stock exchange 
per se, I do not see how it would affect us. It might 
be interesting to us, but I do not see how it could 
be much use to us. It might be useful to our members, 
but the stock exchange itself is a market place, 
and we are there to perform a function, the trading 
of shares. 


COMMISSIONER GIBSON: This is true, but what 
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about margin requirements? 

MR. GRAHAM: That is one area, 

COMMISSIONER GIBSON: This could be important 
in some circumstances? 

MR. GRAHAM: Yes, 

COMMISSIONER GIBSON: Do not, you think there 
is a case for changing margin requirements when there 
are marked changes in financial conditions? 

MR, KIERANS: I think the exchanges have 
been pretty happy with the 50 percent, and LT do not 
think that any change in’ indication like this would 
have much effect on that. I cannot see very much 
change in the 50 per cent margin requirement. 

COMMISSIONER GIBSON: In other words, you 
like this as a long-term arrangement? 

MR. KIERANS: Yes. 

COMMISSIONER GIBSON: I understand that 
in the States they have eased up on their margin 
requirements recently, and I take it this is as a 
result of their assessment of the Situation; and, 
indeed, the request comes from Washington. You do 
not like that kind of flexibility? 

MR. KIERANS: I do not think they should 
have used marginal requirements to ease a situation 
that might require other economic policies. That 
was a one-shot action, in view of the U.S. government 
taking other steps such as tax reductions or other | 
more appropriate policies: at that time. 

COMMISSIONER GIBSON: Could not this be 


part of an appropriate policy? 


_pots ono at dantt *MAHAAD AM 


jastioqmt sd binoo efAT :Woedlo ARMOTeeIMMOO 
} Sesonstamyotio emoe mf 
q ee YMAHARD . FM 
+ 
: eredd¢ Antnt voy som od :voedio AANOTS2IMMOS 
orodt asdw adnemertivupet aALgiTsm gitgnsdo tot seso 8 at 
ganold tones Istonsatt nt eegnsndo bextsm S18 
even'eegnsdoxe edd Aaidd I :@MAHHIA AM 
ton ob I bas ,.dnso teq Od edt dttw yqqed ytte rq need 
bruow atdd eNtL notdsofbat nt eynedo yas edd Natdd 
doum yroev see donnaso I _tsdd no tostts noun evsd 
_tnemeriuper atarsm goo 19g O@ sit af synsdo 
yoy ,abtow redto al “Moedin AWMOLeaIMMoo 
edromognsiis mirsd-gnol s es efdd exit 
.29Y :evAHe DI .AM 
tedt pasterebau I :MO@a1D ARMOLAeIMMOO 
aisism ikedd mo qu bSeass even yedd estate ont at 
gs es el atdd dit exst I brs .vidneocet atnsmottiupst 
ors inotdsudte odd To Jnomaasaes gtsAat to tivest 
ob voY .motantdesW mort asmoo Jasyvpst edt .besbat 
; gystitdtxeLl to bain tsdy enit ton 
i bivode yedt Matas tom ob I :aMAHEDI .AM 
pa notisuttea s 9ase ot atnemegiupss Isnigism beey svsd 
ted! .estotflog olmonoos.tedto situper tdgim ted? 
pe Low “re to wotv at .mottos tonfea-eno 8 2sw 
sexto ‘0 snottoubes xed #8 fovea aqede serdo gninsd 
omic tsdt ts eetotfogq etaetigomgqgs siom 


ed aint tom biluoD :Moeaip ARMOLAAIMMOO a 


Pang jit — Systfog etsirqouggs ms ‘to es 3 ft 
7.“ ni se) 4 > | 


29 


30 


Nethercut & Young ie 4 5 3 ~ 


Terente, Ontario 
MR. KIERANS: No, I do not think so. 
COMMISSIONER GIBSON: Why do not you think 
this is a useful thing to do? 

MR. KIERANS: You are telling people.to 
come in and buy stock on a cut basis. 

COMMISSIONER GIBSON: You are Saying that 
you do not have toiput upras bie admargin. 

MR, KIERANS: You are making it easier for 
them to buy stock -- and it got us into trouble once 
before. 

COMMISSIONER BROWN: How about a move in 
the other direétion? 

COMMISSIONER MACKINTOSH: Supposing you 
have a boiling bull market? 

MR. KIERANS: I would have to let the broker 
talk. 

MR. GARDINER: I think most brokers are 
not looking at the economic and financial System at 
all. They are looking particularly for protection 
to themselves and what margin do I meed to start with, 
So I will not get hurt. If the market goes down 
and a client cannot put up the money, the 50 per cat 
has worked out very well. 

I think most stocks listed in Canada are 
volatile, and I do not think the brokers would want 
a margin requirement, so we do not have 50 per cent 
because we want to protect ourselves, 50 per cent, 
historically, has worked out, and even in times of 
bull markets we feel that by astutely looking at 


the situation we can keep this under control. I do 
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not think we like to see it jump around. 
COMMISSIONER BROWN:: But suppose you find 

yourself in the situation that Dr. Mackintosh was 

describing, where the central bank has asked for 

a lot of extreme credit controls, would you regard 

it as unreasonable for Hee to raise margin, terms? 

This °is avnpretty clear situation. 


MR. KIERANS: Of the order of $24 million 
or $25 million. 

MR. REID: I think if the brokers saw 
a Situation where they thought they were getting 
into a dangerous position, or somebody in the group, 
and youhave had a boiling market and brokers! loans 
rising and prices rising to a point where you felt 
they might drop very easily below the necessary 
margin -- probably the two exchanges would get 
together and say, "Look, we think we will raise our 


to 
margir/’ 75 per cent." I could see that happening. 
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COMMISSIONER GIBSON: But you do that 
from the standpoint of what you think is the best 
procedure on your part?’ 

MR. REID: Yes. 

COMMISSIONER GIBSON: You wouldn't do it 
because you thought it fitted in with a particular 
monetary policy? . 

MR. REID: Now 

COMMISSIONER GIBSON: That is my understanding. 
Do you see any objection to the central bank working 
more closely with the exchanges if the need arises 
for monetary policy purposes? 

MR. STEINER: _ mean working closely or 
dictating! 

COMMISSIONER GIBSON: Moral suasion. 

MR. KIERANS: can't they tell the banks to 
do something about this? 

COMMISSIONER GIBSON: You do work through 
the banks; this is another instruction on the margin: 
requirements of stocks. — 

MR, REID: Pee Ae years the amount of 
money in brokers! loans has been a negligible factor 
in any economic consideyation. We haven't thought 
about it. 

MR. MARTIN: There has been a certain amount 
of moral suasion, as somebody pointed out, in certain 
years and during tight money, and brent. OweL weeowE 
Stock exchanges were requested to see that their 


brokers' loans didn't exceed a certain amount of 


money. 
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COMMISSIONER BROWN: If it is in your 
own interests you are worrying about this to make 
sure things are not Peron too much, but what would 
your reaction be to some higher authority saying 
that this will be the minimum margin afforded? 

MR, REID: You mean to reduce it and put 
in a lower minimum? 

COMMISSIONER BROWN: This will be the 
minimum, but if you want to insist on a higher rate 
that is your business, but let us pick a figure out 
of the hat and say that 75 per cent will be the 
minimum, or 50 per cent? If you want to insist on 
higher, that is your business. 

MR. GARDINER: We do this now in many 
a security; we will not allow a 50 per cent margin. 

MR, SOMERVILLE: He means within his own 

thagp 
firm. Pore 

COMMISSIONER BROWN: Say for the sake of 
argument that the Bank of Canada decided that that 
was getting too. speculative and they or somebody 
else said that the minimum margin required will now 
be 75 per cent. 

MR. GARDINER: And maintain that at all 
times? 

COMMISSIONER BROWN: You can insist on 
90 per cent if you want to, but what is your reaction 
to that sort of thing? The point was made that you 
are interested in 50 per cent because you don't want 
to see it go below this, but what if somebody else 


suggested the minimum should be higher? 
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MR. KIERANS: I would say it is unnecessary 
L 
bureaucracy, SdORISEPERE System 1s working well and 
there is no danger to the monetary system and the 
Bank of Canada, why should the Bank of Canada impose 
a regulation? The exchanges found it worked 
Satisfactorily. 

COMMISSIONER BROWN: We assume that the 
Bank of Canada would only impose this because they 
thought it wasn't enough and that the monetary 
Situation required a higher figure. 

MR. GARDINER: We wouldn't like this. 

MR. REID: ‘If it got out of line with 
competing members such as the New York margin 
requirements we probably would lose business and 
wouldn't be happy. 

COMMISSIONER GIBSON: It is not too likely, 
I don't think. We haven't had this situation. 

MR, KIERANS: New York's margin requirements 
are less than ours; theirs is 50, which can slide 
down to 25, and ours is 50 all the time. The Canadian 
margin requirements are stricter now. 

COMMISSIONER GIBSON: Do you lose business 
to New York under present conditions? 

MR. KIERANS: Not by reason of margin, 
not that I know of. 

MR. MOYSEY: We ‘gained a ‘bit’ when their 
rate was 70 per cent. I think’ they Fouiie our 50 
per cent generous. 

COMMISSIONER LEMAN: Perhaps they have 


doubts about monetary policy as a whole! 
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COMMISSIONER GIBSON: I think you have 
made your position reasonably clear. 
I would now like to go on to a more rarified 
subject and ask you if you care to express any 
opinions as to the factors that €aMse movements in 
Stock prices, and particularly if you would care 
to say anything about how you think a change in credit 
conditions, change in the monetary policies ,work 
through the stock market and affect the stock market? 
I realize that these are pretty general and broad 
questions, but the stock exchange is an important 
institution in our economy and if you can express 
any views about why it works in a particular direction 
and where it leads in relation to general business, 
we would find it very interesting. 
MR. KIERANS: The first impact -- and I 
would like to kick this off a little bit first -- 
I think that monetary policy, that the general economic 
policy on the whole has quite an impact, has quite 
an effect on such exchanges, 
People, especially abroad, judge the 
country by the quality of its government leadership, 
by the quality of its over-all economic policy, 
the sophistication with which it handles its affairs, 
and if it gets any doubts about its policy, if it 
becomes confused, if it feels that Canada is facing 
two ways at once, they begin to sell Canadian and 
they begin to doubt that Canada is quite as profitable 
a country or such a haven as it was, and in this 


general way you find quite an impact on the Canadian 
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Stock market. This has been recurring to any of us 
who have gone overseas in the last two or three 

years. They say, "What is the country's commercial 
policy?" "What is this Coyne dispute all about?" 

"I had better sell the Bank of Montreal stock I have." 
-- probably not the Bank of Nova Scotia Stock, anyway! 
Or, "I had better sell Aluminum or the Steel Company 
of Canada," so generally speaking you know the things 
that affect each of us individually have quite 

an impact stock market-wise. It is higher than 

the policy, but that is where it starts. 

On the question of confidence in the general 
direction of the economy, I would like to tell you 
about this, that I think continued throughout the 
vee hes been every broker's experience that a 
lot of the heavy selling coming from London and 
Zurich and elsewhere was sheer lack of confidence 
in Canada. Stocks went down that really had no © 
reason to go down, or the earnings of the banks 
are improving their stability and everything else 
is improving, but the bank stocks were off considerably 
and bank stock has always been extremely attractive 
to Continental buyers and investors. 

COMMISSIONER GIBSON: Of course, the New 
York market may have this, too, 

MR. KIERANS: But this was continuing 
during June and July when New York was steadier and 
there was very heavy selling. 

COMMISSIONER GIBSON: It is perhaps a good 


way to look at it. Generally, I gather, there is a 
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fairly close relationship between the New York 
market and the two major Canadian exchanges. Would 
you care to elaborate a bit more on the reasons 
for the differences that develop from time to time? 
Do you care to say any more about this? Is there 
an obvious direct relationship between the short-term 
business outlook in Canada and the market? 

let 

MR. KIERANS: I will/somebody else speak 
on that point. 

MR. REID: I think there would have to be; 
the stock market has got to reflect the short-term 
outlook for business. 

COMMISSIONER GIBSON: The market leads, 
it doesn't follow. 

MRS YREDDS “i scta;, Le snowld lead; 

COMMISSIONER GIBSON: Do you think it does? 

COMMISSIONER MACKINTOSH: Historically 
there have been times when the market followed, of 
course; there have been cases also when the economy 
didn't follow! 

MR. REID: I will say it tries to lead. 

COMMISSIONER GIBSON: Do you put much 
emphasis in your onary Tis the trend in the 
market on the relation between sbock and bond 
prices? Is this an important factor in the minds 
of the stock brokers? 

MR, MARTIN: I think it has come into its 
Own and very much more so over the last few months. 
COMMISSIONER GIBSON: They both have been 
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MR, MARTIN: They both have been going down 
but I think there hasebeen a realization on the part 
of the investor that interest rates had gotten to 
a point where maybe he should think twice about 
divesting himself of a certain proportion of his 
equities and moving into the investment side of his 
investment portfolio. I think it was noticeable 
that there was a very marked movement on the part 
of the general public, the small investor, to move 
into these bonds, which hadn't been the case for 
some time past, and in order to provide the funds a 
lot of it, I am afraid, game out of the government. 
You mentioned earlier the investment counsellors and 
advice; it looked as if we were working for a while 
on the basis of new standards entirely and growth 
vwas the pattern all the way down the line and nobody 
seemed to pay much attention to the earnings ratios; 
we were faced with a whole new set of standards 
and when the chips were really down we got back to 
the real basis of what a»reasonable price earnings 
ratio should be, and I think that this is a correction 
that took place in the market in the last few months. 

COMMISSIONER GIBSON: Have you any thoughts 
on the degree to which inflation is still a major 
factor in the market? How much do bond prices have 
to discount price increases to become interesting? 

MR. REID: I don't think that ee ae 
is too much of a factor at the moment. I was wondering 

was 
whether your question/do we really believe that the 


market is right in forecasting a gloomy outlook 
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for business, 

COMMISSIONER GIBSON: I don't want to try 
to nail you down on the market forecast, I just want 
the ideas you have of the relationship of the market 
to the general economy. 

Bie Beles XS : ye me ead te 

CESS toot ge tage, 6nd - I am 

inclined to put a considerable amount of weight to 
the movement and the size of the movement that has 
occurred either on the down side or the up side. 
It has been on the down side and I am inclired to 
believe that one should give some weight to the extent 
of this movement and exercise caution. T think that 
is a personal opinion. 

COMMISSIONER GIBSON: 2 OOH’ t Chink 1 
is fair to ask for market forecasts in a discussion 
of this kind. What about the influence of the American 
market; do you see that the Canadian market has 
pretty much of a frightening future, or will it develop 
later more independence? 

MR. REID: When we do as much business as 
we do with the U.S. , I don't see how we can become 
too independent of the U.S. market and when the 
Americans are as important investors in Canada as 
they are and as they are likely to continue to be. 

COMMISSIONER GIBSON: I igathefed this morning 
from something somebody said that some of them were 
not quite as enthusiastic about us as they used to 
be and weren't investing as much in stocks. 


MR. REID: I think that is true, but there is 
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still a lot. 

COMMISSIONER GIBSON: And you don't think 
it would take too much to bring them back again? 

MR. .REID: , No, I. don't think. so, but it 
Will take something to bring them back. 

COMMISSIONER GIBSON: And have you any 
comments you would like to make on that? 

MR. REID: Well, I think that we are dependent 
to a great extent on world trade, and if the European 
economy and the U.S. economy can keep their rate of 
expansion, can maintain the expansion that they have 
Shown and if they can keep their economic balance, 
we are bound to benefit, but it may take some time. 

I say that it may be a matter of months or a year 
or two before it becomes very clear how this trend 
will go. 

COMMISSIONER GIBSON: I was thinking of 
looking ahead and making your judgments about stock 
prices as you go along; you are still going to be 
influenced in a major way by the trends in the United 
States? 

MR. REID: I think so, 

COMMISSIONER GIBSON: You can't think even 
of 35 per cent in terms of just the Canadian picture, 
is that fair? 

MR. REID: I don't see how on our own we 
bulld up our business here to replace world markets. 

MR. MOYSEY: I would like to express a 
contrary view. You can't ignore the relationship 


between all the world markets because Hong Kong and 
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Canada are influenced by -world-wide conditions of 
the markets to a degree phieamaei/edon other in broad 
Swings, but I think the Canadian market will ultimately 
find its level based on promises and assurances 
of safety and confidence, plus the prospects of 
profitability. 

That is not only something that Canada 
can offer to the rest of the world, but perhaps in 
its relative sense it would arise from a lack of 
eonfidence, a lack of prospect of profitability in 
other markets. I don't really think that the Canadian 
markets are too closely tied to the other markets 
other than in these long swings that affect world-wide 
markets. 

MR. KIERANS: Well, are we not going to 
be even more tied to the American economy now that 
we have joined up to the ,.International Monetary 
Fund than we have been before and therefore more 
susceptible to the swings? In fact, by joining the 
Monetary Fund haven't we tied all of our growth to 
the American growth? 

COMMISSIONER GIBSON: I don't know whether 
we shouldn't ask you to answer that question. 

MR. KIERANS: sis have given up one element 
of flexibility, and the answer as to a we have 

u 

a commercial policy that will permit/to tie ourselves 
to other areas of the world is apparently no. 

COMMISSIONER LEMAN:: It is left to the 


Commission to answer the question! 


MR. REID: Perhaps there should be a similar 
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1 reluctance here. 
2 THE CHAIRMAN: We will adjourn now for 


3 five or ten minutes. 


4 --- Short recess. 
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THE CHAIRMAN: Shall we resume? 

COMMISSIONER LEMAN: Gentlemen, we have 
been told by quite a few people since the beginning 
of our hearings that there was a dearth of good, 
grade equities in Canada. You talk about it too 
in your briefs, particularly in the Montreal. brief. 

Do you feel this has been a factor to limit the demand 
for equities securities? 

MR. KIERANS: Yes, very definitely, because 
you cannot keep recommending to your clients that 
they should buy Bell Telephone when it gets beyond 
any reasonable return, 

COMMISSIONER LEMAN: It has tended to 
over-price the stocks or what? 

MR. KIERANS: No. The point is that you 
compare the dividends here with prices elsewhere 
in other markets and that would place a limit on the 
price, but given the fact that so much of our industry 
is controlled elsewmere by that same percentage you 
have equities that are not available to a country 
of a given economic size, 

COMMISSIONER LEMAN: You make a lot of 
comments in your brief about this, and I gather from 
your comments that one of the factors for this 
state of affairs is that there are a lot of industries 
in Canada controlled outside and whose stock is not 
offered to the public in Canada. I think you even 
explained that the Montreal Stock Exchange has written 
letters suggesting that this would help, but that 


you have not met with very much success, at least 
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the response has not been very good, I think you 
also say at some point that you do not feel that 
the legislators can do anything about that, do you 
not? 

MR. KIERANS: That is right. 

COMMISSIONER LEMAN: Can anything be done 
about it? 

MR. KIERANS: No. All we can do is keep 
on pushing the American company or the foreign company 
to consider it, to try to portray to him the 
advantages of LEAN compared to the managerial 
disadvantages from his point of view. But I Cannot 
See where legislation forcing the foreign company 
to sell off part of its equity in its Canadian 
Operations is going to achieve anything. You are 
going to force him to do something by legislation, 

I agree with a number of responses we received that 
a great many of these operations really cannot be 
sold at the present stage of their development to 
the Canadian people. I remember talking about this 
at one time to, I think, a Canadian Club and the 
next day a Swiss banker came into the office and 
said, " I read a report of the suggestion of yours 
that subsidiaries sell off their companies to Canadians" 
and he said, "I have a company and I am willing to 
sell it to you at a fair price. As a matter of fact, 
I will give it to the Canadian people for nothing." | 
He said that he had been operating the Ssubsidary 
with 1200 people for ten years and had made no money. 


He commented that competition had been too great, the 
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market too small and there was really nothing to 
Sell. I think this is what is going to attribute 
to a decline in a short run in Canada in the next 
two or three years, a serious decline in direct investmen 
in Canada, for it is Only in the past year or two 
that foreign firms have finally found out that the 
profitability of their investment in Canada has been 
very low compared to profit opportunities elsewhere. 
You are beginning to get this everywhere now. 
COMMISSIONER LEMAN: Of course, you cannot 
be talking about trust grade equities. 
MR. KIERANS: No, 
COMMISSIONER LEMAN: This one would not 
turn out to have trust grade equities, would it? 
MR, KIERANS: The parent company is a 
trust grade firm, 
MR. REID:. -I do, not .think it is a lack 
of equities but a lack of rising profitability 
that is the problem, 
COMMISSIONER LEMAN: What about the other 
approach, to get more such -parents to list in Canada? 
MR, KIERANS: Well, we have endeavoured | 
to do this. Toronto has them, but I do not think 
I would ever again undertake to go down to New York 
and persuade Union Carbide, for example, or anyone 
else, to list their stock in Montreal. It is very 
nice to get a listing fee, and so on, but it would | 
not do much for the volume of trade in Montreal 
or Toronto, because the market for these stocks 


is in New York and that is all there is to it, 
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We have some of these American parent companies and 
we might sell two or three thousand shares in a year 
whereas the volume on the New York market would be 

a thousand times that. So that is no solution. 

COMMISSIONER LEMAN: Well, some large 
American parents have found it useful to list here. 
This must have been based on what they knew of the 
demand for their stock in Canada. 

MR. KIERANS: I do not know. I should like 
Someone else to talk on this. 

MR. SOMERVILLE: I think I could offer 
some thoughts here. With one or two exceptions 
none of these American company stocks are traded 
except in very insignificant amounts, and by that 
I mean one or two trades a year or one in every five 
years, 

MR. KIERANS: That is right. 

MR. SOMERVILLE: They have listed for 
reasons of public relations or something else and 
the stock is available to their employees who are 
resident in Canada, but as far as Canadian shareholders 
are concerned it cannot be a factor, if they have 
made any kind of a study at all. 

MR.KIERANS: I remember one company 
that wrote back and said, "We are quite Willing to 
entertain your suggestion that we list in Montreal 
but I happened to be talking to the president of 
Chrysler Corporation and he said that their experience 
was that there was little or no trade in Canada." 


He said, "I checked this in your review and found 
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1 out you did not trade a share in 1959" or whatever 

2/ year it was. I just wanted to bear out what Mr. 

3|/ Somerville has said. This problem of listing 

4 American corporations up here will not solve the 

5 Situation, for the market for these stocks is in 

6/ New York. 

7 COMMISSIONER LEMAN: Separately you 

8 make the point in your brief in a mild way that 

9 another factor that may have hurt the extent of 

10 equity investment in Canada is thin markets in a lot 


of stocks. I think you will find that on page 61 of 


12 your brief, where you say: 

13 "In addition, certain 'trust grade! 
14 markets are extremely sensitive to volume 
15 changes so that large holdings of these 

16 securities must be disposed of over long 
17 periods of time to avoid artificial price 
18 changes which could become most pronounced 
19 under the impact of heavy selling or 

20 buying. These 'thin' markets are of 

21 great concern to the portfolio manager 

22 seeking flexibility." 

23 Is there any solution to that problem? 

24 MR. KIERANS: This is an argument we often 


25 get from life insurance companies investing in 

26 equities, that if they wanted to dispose of much 

27 stock there would be a drop in the market. But 

28 the problem of broadening our markets is just interestin 
29 more Canadians in buying Canadian equities. 


J COMMISSIONER LEMAN: Then you go into a 
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fairly detailed analysis of this distribution of 
equities, especially in the Quebec market. It is 
quite striking what you have discovered théerese By 
the way, have you had an opportunity to read the 
brief of the Toronto Stock Exchange in detail? 

MR. KIERANS: No. 

COMMISSIONER LEMAN: Because there seems 
to be a little bit of discrepancy there in the 
Statistical information. Perhaps you could endeavour 
to reconcile this later, For instnace, there is 
quite a difference in the percentage figures given 
with respect to institutions and individuals. 

MR. KIERANS: We have not been able to 
compare them, but we will forward to the Commission 
any information we get with respect to this matter, 

COMMISSIONER LEMAN: Let us talk about 
the equities in individuals first, There must be 
factors there that have something to do with the 
selling efforts that have been made for equities. 

To what extent do you feel that the selling effort 
by dealers and brokers has really blanketed the 
population of the country? 

MR, KADLEC: ‘If I may answer that for the 
moment, the effect of, let us say, the selling effort 
or of a thorough marketing programme is, I think, in 
the case of Quebec, vividly brought home by the 
impact of companies selling savings certificates 
or mutual funds where the Quebec investor or the 
Quebec public, as we know from statistics that have 


been supplied and have been included in our brief, 
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at varying levels of income tends to have a reduced 
propensity to buy equties, as can be seen by comparing 
national figures. Nevertheless, the experience 

has been that where an aggressive, well-organized 
Selling group goes out afield, so to speak, they 

are able to a large extent overcome this innate 
conservatism, if I may call it that, and I think 

it is perfectly valid to comment that one of the 

most important things in our so-called thin Canadian 
markets and widely-spread population from coast to 
coast is to establish an‘ educational programme, which 
may be a euphemism for more selling, and I think 

that any impediment of an artificial nature that 

we raise in the reaching of.our small population, 


whether it is security sales : - regulations, 


cy 
or whether it is of a tax nature, -- all these things 


Operate to the detriment, of Overcoming these points 
you are enumerating here. 

To sum up, I think that far from saturating 
the public we eens or an education programme, 
if you. like, the surface*has been only slightly 
Scratched in that regard. 

COMMISSIONER LEMAN: There is the matter 
of cost involved, 

MR. KADLEC: ves, it is a tremendous 
cost because of the distances, of course, 

COMMISSIONER LEMAN: There fave been some 
efforts made. I suppose”that the growth of mutual 
funds has tended to spread equity investment in an 


indirect form. I also gather that the Montreal 


psouber s evsn o¢ abned omoont ‘to efevel gniyrsv Js 
gatisgmes yd 1992 ed mso as .esitupes yd o¢ yd fensqotq 
soneiueqxe ond ,sesisdireven .serugtt Isnofisn 
pestnsgio-L[low ,eviessiggs ms stedw tsd? need esr 
yeds ~Nseqa og oe ,bfletis tuo as0g quomts gnitiea 
eteant eidd emoorevo tastxe egusl & od sids 918 

jnidt I bas .tsds ti liso ysm Z tL .~metisvisenoo 

ord to eno tedt dmemmoo of Dbilsv yitostreq af dL 
aetbsned aid? pelfLso-o8 suo at agatdd dastrogmi daom 
ot tesoo mort noitsluqog bsexqe-ylebiw bis adveiitsm 
dotdw .emmergorq Isnoldsoube ‘ns detidatas od ef tesoo 
aotdd I bas .gniifee som tot mefmenque 8 ed ysm 
tent esuden [stottidis ns to taemtbeqmt yns Jsdv 
~fottsiugqoq [Isme swWo.to gninoset sig at salst Sw 


canottsivget igefeea ydinuose alt sf yendodw 


@ 


eagaitdd saedt [Is -- .siw7sn xed g@ to eft ¢f redtedw 10 
atntoq seeds gatimoorovo to tnomisseb eit ot stsiteqo 
ered gnitsiemuns ois VOY 
gitisrudse mort wi tedd xnitdt IT .qu mue of 

~ommsrgo%q aokisovbs M6 10 srititeramtibtn ofidug edt 
ylidgife yino need esdteostiuea odd .enil soy iL 
.biseget ted? at. bsdovsitos 

sodden odd ef ovedT :MAMEl ABMOLe2LMMOO - 
: .bevfovat taoo to 

avopnsmerd s al of or :OHIGAA .HM 


setvoo to .eoonsdeib odt to seusosd Jaoo 


eamoeg meed sved exsdT :MAMEI ANMOT2eIMMOO 


fsutum to déwong oft gadd*seoqqua I .ebsm etrotis 
as at tnomteovat yitupe bBerqe ot bebmet esd abay't 


fsertaoM edt Jedd nedtsg oefs I .miot toortbat 


Nethercut &é Young - 4778 ~ 


Terente, Ontario 


1 Stock Exchange has made another effort, which was 

2 probably directed to the same purpose, and that is 

3 with respect to the instalment plan type of purchasing. 
4 On this question it would appear that the two stock 
5 exchanges have a different attitude on the merits 

6 of such a plan. What are the objections of the 

7 Toronto Stock Exchange to this approach? 

8 MR. GRAHAM: They are set out in the brief, 
9 Mr. Commissioner, and it is Simply that we feel it 

10 is wrong for people to buy equity securities, 

11 especially the small man, until they are in the position 
12 to pay for them. To buy them at 20 per cent down, 

13 and the balance over a 9-month period, means that 

14 he is paying a pretty high rate of interest on the 

15 unpaid balance. Furthermore, he is gambling on the 

16 market going up rather than going down, and there is 
17 the risk of losing his investment and making him 

18 Sour against that type of investment for the rest of 
19 his life. Under the Toronto Exchange regulations 

20 anybody can buy on a 50 per cent margin, and that 

1 is the very minimum. We would prefer that the small 
22 man would not buy on a 50 per cent margin but would 
23 pay 100 per cent down. If he has only $100, then 

24 let him buy stock worth $100 and pay for it. The 
25 next month, if he has another $100, then let him buy 
26 Some more at the prevailing price at that time. 
27 We have given this matter very careful consideration 
28 and we have felt badly that we could not go along 

29 with Montreal in this deal, but we just simply could 


30 not agree that it was a good thing for us to get 


a 


, aew dotdw ,drotis isdvons ebsm esd egnsioxd io0t2 
‘i at dsdd bas ,saoqiug smse efit ot betostib yidedorq 
7 .gitesdousg to eqys asiq gnomistant ot ot tosgaet ddtw 
3 xHoote owd end dsdd  s8sqqs bivow df nolvasup atdd 20 
i etirem edd mo obusisss dmetstilb s eved aegis doxs 
» efit to anoldostdo end 1s jsoW .nasiq s dove to 
*  Slosonqgs atns oF sgascoxs xoota otnoroT | 
7 | .tesind oft at tuo Jose 916 yedt :MAHAAD .xAM | | 
boat +t feet ow tedt ylamta at dt bas ,temoteetmnmog -tM | 
- : 
hed .zottinvesa yiinps yud od elgosq 10% gnotw at | 
| notttaoq ond af ors yodd Iida «nem [isme odd yllstoeqas es 
~awob dase rsq OS Js mont ywd oT .medt sot ysq od 
tedit ansem botisq dinom-e@ s& evo sonsisd ont bas 
edt no teoretot to sist dgtd ytterq s aniysq er of 
sat mo afiitdnes af ed ,stomredtiya® .comsisd bisqnay 
- | eat estedd bas .awob gntog asdt teddst qu antog ten rsn 
min sniaxem bas caemteasval atd gnteol to Neti sds 
to veer odd 10% tnomdasvat to sqyud tad? Jantsgs ioe 
anoidsiugs: sgasdoxd osno10l edt sebaU .etit atd 
jed¢ bas .aigrsm taeo usq Oc & MO yud aso ybodyns 
[feme edd dsdd wetetq bluow eW .mumtiatm ytev edgy at 
bivow dud nigusm tneo 1sq O¢ 6B MO yd gon bivow msm 
asit ,0OLé ylno asd ed IIT .nwoh Jnao 19q oof ysq 
eit .gi tot ysq bas OOLS détow Aootea yd mid tel 
yd mid deL modd .OOL$ rordons asd od Tt_.ddémom Ixoa 
omit dsdt ts solxg gntiteverg sdt gs stom smoe 
nottsrebtanoo Iutetso yroev weds sat atdd mevizg oved oW 
gnols og tom bluoo ew dsdd ylbsd tfet svsd ow bas 


bilyos yigmtea vant ow tud _isesb atdd at IsettnoM dd tw fee. 


ea of ev wot antit hooy e ea st dard eoxgs son }0E 


29 


30 


Nethercut & Young i. 4779 = 


Terente, Ontario 
people in the market on an instalment basis. The 
New York system, as you. know, has not an instalment 
basis at all. When a man pays money in for certain 
Stock shares or a fraction of shares he makes his 
payment, and this goes on over a period of time. 
This is a reasonable system, but we just could not 
agree to a system where you put only 20 per cent down. 

COMMISSIONER LEMAN: What is the effective 
rate of interest? 

MR. KIERANS: Itisjust a simple 6 per cent. 

MR. REID: 7 per cent now. 

MR, KIERANS: Yes, 7 per cent. 

MR. REID: It is one per cmt over 
the bank rate, the prime bank rate. 
COMMISSIONER LEMAN: How do you work 

the marginal requirement in this case? 

MR. KIERANS: We did not consider it 
was a margin case at all. We consider this is a 
firm contract to buy 20 shares of, let us say, Bell 
Telephone at $50, for which he pays $200 down ad 
the balance at $100 a month. He owns the stock from 
the beginning, but it is instalment buying. It is 
a firm contract, a legal contract, and we did not 
believe he would get particularly sour, for this 
was being confined to stocks listed on the Montreal 
Exchange, not on the Canadian, and presumably to 
the senior industrials of the country. 

COMMISSIONER LEMAN: Well,do I gather from 
paragraph 277 of your brief that the Montreal exchange 


might be having second thoughts about this? 
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MR. KIERANS: I do not think so. We have 


2 not pushed it very much. 


3 COMMISSIONER LEMAN: It says here: 

4 "Since the inception of this plan 

5 in April, 1961 indications are that it has 
6 not been widely accepted by the investing 
7 publicly “This “fs"due, -in“some degree, to 
8 the unwillingness of many of the member 

9 firms to encourage this type of equity 

- purchase by their clients because of the 
= additional record-keeping involved and 

- small remuneration derived therefrom," 

= When the plan was instituted was it 

_ instituted with the full support of the membership 
15 of the exchange? 

16 MR. KIERANS: Oh, yes. However, a number 


17 of our members cannot participate in it now because 
18 they are also members of the Toronto Stock Exchange. 
19! This has led to some confusion and we have thought 

20 that before promoting it aggressively through members 
21 only of Montreal and therefore not violating the 


22 Toronto regulations, that we would see whether there 


a3 was some basis for coming to an agreement with 

” Toronto. We have two or three firms actively engaged 
” in it and they are doing firly well with it. 

“a MR, REID: Perhaps Ishould explain that it 
“ig was with the full consent of the meeeanente but 

” that not all the members necessarily approved of 

av going into the plan themselves. They had no objection 
0 


to the exchange setting up the arrangements for members 
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who wanted to participate, but I think some of the 
firms were not particularly interested, either 
because they did not want to get on a margin basis 
to that extent or on an instalment basis, and others 
because they felt the volume of business would not 
justify it. 

COMMISSIONER LEMAN: I gather this plan 
exists in New York too, des it? 

MR. KIERANS: No, as General Graham said, 
it is a different type of plan. 

MR. REID: That New York plan, I believe, 
is not adaptable here because of the minimum 
commissions, 

COMMISSIONER LEMAN: Let us turn to the 
question of taxation you have raised in so far as 
individuals are concerned. We already have the 20 
per cent dividend tax credit system in Canada. You 
Suggest very generally that all these should be 
improved but you are not quite precise as to exactly 
what you would suggest. What would you do, raise 
it to 40 per cent? 

MR. KIERANS: No. I think we are in some 
difficulty there. How do you talk about a capital 
gains tax without relating it to estates tax, 
personal income tax, and so on? How do you talk 
about increasing the 20 per at dividend tax credit 
to 30 per cent without wondering if it is in Canada's 
best interests rather than in the shareholders'! 
best interests, and where they can get people to buy 


more equities? Maybe the answer is to cancel the 


e yedtte ,betaestredal yinsivotsdaisg son stew amrtt 
ie ateasd akigism s mo tog ot dasw sor bib yeds seusoed 
: aredto bas .atesd dasmistent a6 fo TO tnstxs ted? of 

| ton biuow aaentaud to emufov erid dLet yodt sauysosd 


Jt yitsaut 

aisiq eidd seddsg IT :WAMA ABMOTe&LIMMOO 
eit eso .,ood NioY wel af avalxs 

,bise msdexp [evenepD 26 ,ou <seWvAHE TA .AM 
asiq to eqyt dnsisitib & ail ti 

~ovetied I ,aslgq xto0Y wot dst :CIgAH .AM 
mumtotm ott to causosd sxod oldedqsbs vom at 
-2nofsatimmos 

eds ot oxut eu tol :WAMEI AAWVOT2a2IMMO0 
as ISI 08 at postet even voy aoldsxsd to mofteaomup 
QOS sot svscd ybsetis sW .benteonmod 615 afeubiviont 
voy .sbsasd at metaya tibeto xsd basbivib tases tT9q 
ed biworea gasdd [is tsdt ylisteries yusv jeoggue 
yitosxe od as. sefositgq otdivp Joa Sits Loy gud bevoraqnt 
setsr .ob voy blyow tadW .teaesaue blyow voy Jsdw 
Sireo seq OH of FL 

emoa at sys ow Hatdd I .of sevAASTA .AM 
Isttaso s tvods xAlst voy ob woh .sisnd ys luolTtep. 


xsd gotstese o¢ tf gnidslex tuodsiiw xsd anisg 


: 
: 


Nist voy oh woH no o8 bas .xst smoonl I[snoarsg 
tibeto xsd heaihest isirex teq OS ont gntesotont tvods 
e'sbsas0 nt at dt ti antusbnow stuonsdtw dass tsqg 0€ ot 
'eveblodsisda odd mk nedd least atvestetat sJaed 


yud od sigooq toy aso yond svedw bos ,etestednt teed 


edd L[sonso ot at Towels edd edysM fasitiups stom 


f = 


: 
M 


= 


Nethercut é Young - 4782 b= 


Terento, Ontario 


20 per cent dividend tax credit, which I personally 
think is the solution. We might try to go back to 
some form of the old British system and tax a 
corporation on its retained earnings and therefore 
encourage a corporation to distribute more, Obviously, 
if you do not tax a corporation on what it distributes 
you cannot grant a credit on the dividend as it is 
received because no income tax has been received by 
the government on it. There are a variety of ways 
of looking at it. Why do you have to tax dividends 
at all, for income is presumably income out of 
earnings already taxed, but these earnings have 
been saved and not spent. In any event, we felt 
we were not going to make any exact recommendations 
on specific points because you are pleading a 
special interest there that might not be consistent 
with the over-all Canadian interest, 

COMMISSIONER LEMAN: But you may have 
something td. tell to the Taxation Commission. 


MR, KIERANS: I would think so. 
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COMMISSIONER LEMAN: There is a rather 
outstanding result of some of your statistical studies 
here, and I am referring to the one that Suggests that 
35 per cent of the shares purchased were for what you 
call investment purposes, and I think you interpret 
“investment" as meaning an intention to hold forse: Lx 
months or longer. Is that an accident of the statistica 
process? Does your own personal knowledge of the way 
individuals buy stocks in Canada confirm that result, 
or not? 

MR. KIERANS: I would have tc ask the others. 

MR. KADLEC: I would say, speaking about the 
Survey for the moment, that so far as we were concerned 
we were unable to do much about it because the plans 
for the survey were made long in advance of the severe 
market sell-off that occurred in the latter part of 
May of this year. This may have caused a certain 
amount of uncertainty on the part of the purchasing 
individuals; a long shadow of doubt may have been cast 
over the future which may have distorted this. We 
will not know until we run similar surveys in subsequent 
years, 

Personally, from having worked with these 
Statistics, and the studies that have been conducted, 
and trying to weigh the integrity of the implications, 

I think there was no distortion. I think the Canadian 
equity buyer buys much more on a short term basis than 
does his American counterpart. In New York we hear 

of the Canadian equity market being spoken of as a ten 


cent speculator's paradise, but I think that is unjust. 
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There is the impact of taxation, and their capital gains 
tax weighs heavily as a factor with the Americans, and 
they will tend to buy into a situation where they can 
hold over a period of six months and so gain the 
advantage of the lower rate on long term capital gains. 

We will not know whether there has been a 
Statistical inaccuracy -- well, it will not be an 
inaccuracy because the survey was exactingly conducted, 
but we will not know whether there has been an anomoly 
because of the current election or the situation in 
the world markets at the time, and so on, until similar 
Surveys are conducted in subsequent years. 

COMMISSIONER ‘LEMAN: Over the long run it 
would seem exaggerated that nearly two-thirds of 
Canadians buy for speculation. 

MR. KADLEC: It seems appalling. 

MR. REID: I think a good deal of the 
information we asked for, was not accurately available, 
and just had to be guessed at. 

COMMISSIONER LEMAN: Let us turn now to 
institutions. We heard from the life insurance companids 
in Canada in July, and certainly from their point of 
view it did not seem as though by just raising the 
proportion of their assets that they could put into 
equities would make much change at this time, or would 
have made a change in recent years. But, you make 
another suggestion, that the basis of the valuation 
of their stock ownerships could be changed. What 
specifically do you have in mind there? 


MR. KADLEC: To what particularly are you 
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referring, sir? 

COMMISSIONER LEMAN: I think it is the 
Toronto Stock Exchange's brief which Suggests that 
the basis of valuation should be changed. 

MR. STEINER: The current system of life 
insurance valuation of common stocks forces them to 
expose their annual valuation statement to rapid 
changes in the market, which is an undesirable feature:). 
of capital stock investment in the minds of certain 
conservative insurance company investment officers \who 
seek security rather than brilliance in the performance 
of their departments. Bonds are more advantageous in 
that sense, They are insulated from market fluctuations 
although bond prices can rise sharply under certain 
conditions. 

COMMISSIONER LEMAN: Exactly what valuation 
System would you propose? 

MR. STEINER: Something akin to a moving 
average that would spread market changes over a period 
of, perhaps, five years. That would cushion the impact 
of drastic devaluations. 

COMMISSIONER LEMAN: Do you think this has 
been very real in narrowing the demand from that 
sector? 

MR. STEINER; Frankly, no. It is a common 
excuse, but I do not think it is a reason. I think 
there is a lack of impelling desire to buy common 
stocks in the minds of life insurance company officers, 

COMMISSIONER LEMAN: ‘They feel, perhaps, 


that in recent years from the way they have seen equity 
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investment develop that the stocks have been, perhaps, 
overpriced? Has that been their basic feeling? 

MR. STEINER: The higher interest rates 
in recent years and the eradication of the mortgage 
field has directed their attention to a field they 
know well. To enter the equity field they would have 
to establish research departments, which the larger 
companies do have, but which the smaller companies do 
not want to establish, and they are inclined to enter 
an area which they understand. 

COMMISSIONER MACKINTOSH: But they understand 
that their future liability is a sum of money certain 
in most cases. 

MR. STEINER: I think that is recognized 
by the act which purposely limits their investment to 
15 per cent of their total assets, so they cannot 
wander too far from that basic concept of fixed liabilit 
protected by a fixed asset. 

COMMISSIONER LEMAN: But they are’'so far belo 
the 15 per cent that that does not seem to have been 
much of a restraining figure. 

MR. STEINER: That is true. 

COMMISSIONER MACKINTOSH: It is not quite 
that. They have the typical obligation to pay 
$1,000 on a life insurance policy when the policy- 
holder dies, There is no fear of inflation on the 
expenditure side, so why should they take special steps 
to protect themselves against inflation on the revenue 
side? They are in quite a different position from 


an ordinary business or an ordinary investor. 
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MR. STEINER: Perhaps the introduction of the 
new philosophy of variable pensions may make them more 
equity minded, Perhaps they might be impelled by 
patriotic reasons to use this large pool of money which 
comes from Canadians to help develop Canada as a country, 
and to take their share of the risk capital that the 
country needs. 

THE CHAIRMAN: Is it not so that there are 
Some large insurance companies that have investments 
far in excess of what is required to keep their 
actuarial position in proper shape? Some of them are, 
in a sense, investment trusts up to a point; is not 
that so? 

MR. STEINER: I do not understand --- 

THE CHAIRMAN: In the strict insurance 
business they have to provide sufficient money to pay 
claims as they come due. There is an actuarial 
calculation as to how much has to be set aside for 
that purpose, and that is kept in gilt -edged securities 
There may be amongst their assets other assets in 
excess of that which may not necessarily be kept in 
gilt.-edged securities at all; is not that right? 

MR, STEINER: Such reserves do exist, and 
it might be the basis for broadening their scope. 

THE CHAIRMAN: Yes, they are not really 
reserves; they compose a surplus. They do not always 
divide them amongst their shareholders. They invest 
a percentage of that money. 

MR, STEINER: Some of it is re-allocated to 


participating policyholders, and ten per cent of it igs 
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retained. 

THE CHAIRMAN: But the 10 per cent over the 
years comes to represent quite a large sum, 

COMMISSIONER MACKINTOSH: It is much less 
than 10 per cent now, I think. 

MR. REID: Yes, I think they all distribute 
much more than 90 per cent. I think it is now 95 per 
cent to 99 per cent. 

THE CHAIRMAN: Yes, it may not amount to 
very much, 

COMMISSIONER LEMAN: Considering that you 
seem to feel that there is a lack of good grade 
securities in Canada, which adds to the difficulties 
of an already existing thinness of the markets in good 
grade equity securities, then if you encourage 
institutions to get into equities heavily would you 
not aggravate this thinness of markets over a period? 
Could you not almost dry it up, unless you greatly 
improve the supply end? 

MR.STEINER: I think, as an industry, we want 
a larger supply and a larger demand. 

COMMISSIONER LEMAN: You also suggest that 
the trustee acts of the provinces could be amended 
to permit more liberal use of equity investment. I 
think there is even a suggestion somewhere in the 
Toronto Stock Uxchange's brief that the funds 
administered by thé provincial governments could be 
freed to include a certain percentage of stocks, Have 
these things been discussed with the provincial 


authorities at all? 
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1] lik, GRAHAM: Not by the Toronto Stock Exchanga, 
2 COMMISSIONER LEMAN: Well, this Commission 

3 is not going. to report to the provinces, A moment 

4 ago Ll askead you a question about the tax on individuals 4- 
5 the 20 per cent dividend tex credit. You make other 

6 references to other taxation problems, such as the 

7 double taxation on corporate earnings in the hands of 

8 individuals as well as in the hands of the corporations. 

9 You have not been ready to make a Suggestion as to how 

10 you could change all this. What would be the effect 

11 of removing double taxation? How can the government 

12 pick this up? ‘Would it be by mcans of higher taxes 

13 inthe hands of individuals, or Something along those 

14 lines? 

15 MR. KIERANS:. Yes, 

16 COMMISS IONER LEMAN: .-You-have not a clear 

17 idea of what an ideal system would be, have you? 

18 MR. GRAHAM: No, the Toronto Stock Exchange 

19 recommends that there should be a study of this made 

20 by the proper authorities. They must have heard about 

21 our brief, because they have now set up a Royal Commisecidn 
22 to study the subject of tax incentives, and the higher 

23 structure of taxation. I do not know whether my 

24 colleagues have any suggestions to make, or not. 

25 MR. REID: Perhaps. iti» shouldobe as far as 

26 we should gorto say: Here Li 2 bwasé fofodoubhbe 

27 taxation whicheis inequitable, ound for which the 

28 tax authorities should find oi appropriate alternative 

29 sources’, 

0 COMMISSIONER Len: Yes, but the tax authorities 
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1 have to weigh all these factors, because they have to 
2 find their tax revenue somewhere. 
3 There is another field of taxation that 
4 has undergone some changes recently, and that is the 
a withholding tax on foreign investors. Have you 
6 observed a very violent reaction to the change that 
7 has been made there? 
8 MR, MARTIN: Very much so, so far as the 
9 foreign investor is concerned in investing in Canadian 
10 securities. I think the interest rate that was 
11 announced last week on the $250 million loan is 
12 indicative of the price that Canada has to pay for 
13 money. 
14 MR. REID: This is largely an I.D.A. angle, 
15 From the speculator's point of view there has not been 


16 any change in the rate of withholding, and I think the 


17 lack of foreign investment in recent months or years 

18 has been more from the lack-lustre prospect of Canadian 
19 Stocks, 

20 COMMISSIONER LEMAN: I do not want to argue 


21 with you, but I personally doubt if the withholding 

22 had very much to do with the interest rates that the 
23 federal government would pay in New York, considering 
24 where that loan was placed. 

25 MR. MARTIN: Here again, Mr. Commissioner, 
26 we are off on an I.D.A. matter, but if you look at the 
27 historical spreads between comparable United States 
28 securities and Canadian securities I think you will 

29 find that that spread is considerably wider today than 


30 it has been over the years. 
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COMMISSIONER LEMAN: Well, what about the 
relative merits of a withholding tax on debt securities 
as against equity securities? 

MR. MARTIN: There has been no Change. There 
was a 15 per cent withholding tax on equity securities. 

COMMISSIONER LEMAN: But let us look to the 
future. Would there be some advantage in leaving it 
on the debt security and removing it from the equity 
security? 

MR. MARTIN: It depends upon how much money 
we need in Canada. 

MR. REID: We want to encourage foreigners 
to lend money in the country, and we want to encourage 
Canadians to buy equities. Therefore, we should leave 
the withholding tax on the equities. 

COMMISSIONER LEMAN: And remove it from the 
debt securities? 

MR. REID: Yes, and remove it from the 
debt securities. 

COMMISSIONER LEMAN: We hear from you and 
other people about the security transfer taxes in 
Ontario and Quebec. Are your representations made here 
because this is a real or a big deterrent, or is it 
just a nuisance that you do not like? Does it mean 
much in the way of costs? 

MR. CRUIKSHANK: In many cases, the brokers 
will absorb part of that double transfer tax, 

COMMISSIONER LEMAN: In short, would you 
call it a nuisance tax, that does not mean much in the 


way of revenue? 
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MR. MARTIN: It is a nuisance all the way. 
COMMISSIONER BROWN: I did not catch the 
answer. Did you say the brokers will absorb this tax? 
MR, REID: Yes, sometimes they have to. 
MR. MARTIN: Rather than have two taxes, 
as between Ontario and Quebec the broker will absorb it. 
COMMISSIONER BROWN: It is then a question of 
absorbing at least one? 
MR, MARTIN: One of two, if it is double. 
MR. O'HARA: It is a nuisance tax. Some 
time ago the federal government decided it was not 
worth having and they just threw it out. I do not 
think the provinces gain much money out of it, because 
the policing they have to do is terrific. 
MR. GRAHAM: Rightly or wrongly, we felt 
that this was a provincial matter. 
COMMISSIONER BROWN: To some extent they have 
allowed a set off if the transactinn takes place out 
of Ontario and Quebec and goes through Montreal and 
the stock has to be senttto Toronto. There is not 
another transfer tax placed on it, but unfortunately 
it does not work that way as between brokers in the 
two provinces. 


MR. CRUICKSHANK: Both Provincial Sales Tax Act 


allow for cancellation on a reciprocal basis, but~ the 


provinces have never got together to arbitrate this. 


COMMISSIONER MACKINTOSH: I have two or three 
questions with respect to the supply of equities followi gz 


what Mr. Leman has asked, I notice in the Toronto 
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Stock Exchange's brief that paragraph 149 is headed: 
"Inflation discourages equity financing", and that 
is in the sense that it ‘adds definite inducements 
to debt financing. On the other hand, is there not 
usually an active equity market during a period of 
inflation, as a general rule? 

MR. GARDINER: Is the question: During 
inflation is there a more active market? 

COMMISSIONER MACKINTOSH: Yes, 

MR. GARDINER: I would think there is. 

COMMISSIONER MACKINTOSH: This is a sort of 
@ parallel impasse to the taxation. On the one hand 
there is encouragement for the issuer to put out debt 
securities while there is inducement on the other side 
for a purchaser to buy equity securities, Under our 
taxation it is to the advantage of companies to keep 
to bonds but there is a tax advantage to the investor 
in buying equities? 

MR. GARDINER: Yes. 

COMMISSIONER MACKINTOSH: Is this part of 
the imbalance that is sometimes complained of, that 
while you can work up some demand for equities there 


is not an adequate supply of them? 
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1 MR. GARDINER: That is true. I think that 


2 in times of inflation there is not an adequate supply: 


3 companies, instead of issuing more common shares, will 
4 issue debt securities instead. 
5 COMMISSIONER MACKINTOSH: Perhaps we could 


6 leave that for the Taxation Commission. What about 


7 the growing tendency, which we have heard about, of 
8 doing this to finance new capital requirements out 

9 of retained earnings and depreciation allowances, 

10 * on with the supply of equities? We have heard 
11 strong arguments that more is needed te be left to 
12 corporations out of their profits and depreciation 
13 allowances to provide for their financing. Does not 


14 this keep dewn the supply of equities? 
15 MR. GARDINER: Yes. 
16 MR. MACKINTOSH: Even if the profits are 


17 re-invested and the stock is split? Or does that 


18 amount to the same thing? 
19 MR, GARDINER: It certainly keeps down the 
20 number of new issues or the additional issues of an 


21 existing security, and I would imagine, if a stock was 
22 Split, in the long run it would amount to the same thing 
23 COMMISSIONER MACKINTOSH: What do you feel 

24 about the argument that is made sometimes that this 

25 internal financing is all right, but it would be better 
26 if companies subjected themselves to the test of the 

27 market? 

28 MR. KIERANS: I think it is a pretty sound 

29 economic argument, isn't it? 


30 COMMISSIONER MACKINTOSH: But like many sound 
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economic arguments it is not liked very much by the 
people to whom it is addressed. 

MR. KIERANS: No, that is right. 

COMMISSIONER MACKINTOSH: Does the tax 
structure affect this situation? 

MR. KIERANS: It certainly affects the supply 
of equities, because of the fact it permits interest 
to be deductible as a cost, but not dividends. Soa 
corporation can charge off all its interest payments 
against its costs, and it cannot do the same thing with 
its dividends. 

COMMISSIONER MACKINTOSH: Quite. Do you 
Say that monetary pelicy -- in the sense of monetary 
tightness er ease -- has any effect on the encourage- 
ment or discouragement of equity financing? 

MR, KIERANS: Well, we are operating in an 
area, really, are we not, where corporations -- and 
I think it can be preven Statistically -- in Canada 
follow the pattern in the States. Abeut 80 per cent 
of their gross investment comes frem their internal 
resources, their depreciation accounts and retained: 
earnings. Therefore, when they loek to the market 
for outside financing, they are in a marginal area 
with Ree to their total requirements. They favour 
bond financing te the extent of about half the require- 
ments because while there are disadvantages to bond 
financing, there is the lower cost. When they come 
to equity financing they just de not seem te consider 
it at all, with the exception of one or twe notable 


areas of expanding groxthiffrms in this ceuntry. If 
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there is a tight money policy there is a high interest 
rate, 

MR. REID: It tends to lower stocks. I 
think it is a fact these new issues ary up. 

MR. KIERANS: Your monetary tightness has general 
cimplications:férnsthe’ country's economy as a whole, 
There is not the same requirement for expansion then, 
and your capacity tends to be sufficient. 

COMMISSIONER MACKINTOSH: Do you think of 
any important points on which requirements of the 
Companies Act or the Securities Act, even the require- 
ments of exchanges, discourage the raising of capital 
in the market as against internal financing? 
Are there any barriers here which could be removed or 
whittled down? 

MR. KIERANS: They are not barriers, regily., 
of substance in Canada. The plain’ fset > te a 
corporation financing from internal Sources, is that 
the money is there, and there are no underwriting costs 
and expenses of that nature, and no difficulties of 
gauging the proper time, and they are not necessarily 
accountable to the same extent as to the manner in which 
they spend it. If you commit yourself to pay 6+ per 
cent interest, or to meet a dividend requirement of 
5 per cent you have te.de it. But, on the other hand, 
whatever venture you are financing out of, the retained 
earnings and depreciation cest does net pan out, and 
this is buried in the general picture of the corporation 
These are in the control of the managerial element of 


the corporation as distinct and separate from the share- 
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1 holders; your decisions are managerial and you are 

2 accountable to yourself. 

3 MR. REID: I do not think there are any 

4 barriers under the Securities Acts 

5 or the Stock Exchange Regulations. 

6 COMMISSIONER LEMAN: In other words, you do 
7 not feel it is the cost of raising capital that is 

8 the deterrent? 

9 MR. KIERANS: No, I do not think it is the 
10 cost of raising new equity that is the deterrent. 

11 COMMISSIONER MACKINTOSH: Has the demand 
12 for equity Shares,in the country generally, been 

13 usually sufficient to absorb any increase in supply 


14 that emerges? 


15 MR. KIERANS: Most underwriting issues are 
16 Successful; there is no problem there, 
17 MR. GARDINER: Has this been true just 


18 recently though? Has not there been a slowing up 

19 Since tight money? 

20 MR. MARTIN: Yes, and one wonders whether 
21 it gets back to the 35 per cent investment. 

22 MR. GARDINER: I have heard so many dealers 
23 Say they have had stecks on their shelves, this has 

24 happened time and again recently, whereas it did not 
25 happen before. I think in the last few months the 
26 demand has not exceeded the supply. 

27 COMMISSIONER MACKINTOSH: Pre-May someone 
28 Suggested a while ago people forget about price earnings 
29 ratios. Does not that indicate the demand is out- 


! running the supply of available equities? 
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MR.KIERANS: At the time, certainly. 
COMMISSIONER MACKINTOSH: Too many 

institutions and persons. were comitted, so to speak, 
to some kind of equity programme, and they were all 
buying the same list of yesterday's growth» stocks. 

MR. KIERANS: I think you saw another 
indication in the after-market of some of the new 
issues of six months or a year ago. The issuing 
price was higher than the after-market, so there was 
an initial pent-up demand and then a more sober look 
at the value. 

COMMISSIONER LEMAN: We have heard a great 
deal from various people about the difficulties of 
the smaller companies in raising capital of various 
kinds -- not, Just debt or equity capital, any sort 
of capital, In the Toronto Steck Exchange they do 
use, for certain types of companies, the stock exchange 
as a primary distribution system. Is there any way 
in which that could be done for smaller cempanies, where 
the cost of raising.. capital may be a significant 
factor; and is it done in Toronto for that sector, 
particularly because it is a lower cost way of obtaining 
primary distribution? Is there anything the stock 
exchange could do for small business? 

MR. KIERANS: We are criticized in The 
Canadian for doing too much in assisting, ina lot of 
ways, the smaller corporations by accepting them for 
listing and studying their shareholders' lists, and 
so on. We all do a lot of crying about the small 


company, but why should not the securities of the small 
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company be harder to Sell, because you have small people 
on both sides of the equity issue. You have a small 


company on one side and the thrifty investor.on: ithe othe al 


’ 
Ou are expected to sell the small company's securities 
to this investor. The underwriter has to think of 
the investor fully as much as the small company. 
The small company, almest by definition, is a family 
cencern or one where the management is in the hands 
of a single person, and as leng as the one man Dies 
the management is there. The company may not be large 
Sustained organization that can 
enough to create..a/ carry on after the man has gone. 
These are all things the underwriter must consider 
before he can sell te the small investor. On that::small 
Side of the fence you: often find an individual who 
is extremely strong-willed and intends to run it in 
his own way and who might net have gained an insight 
into all the possibilities of going public. These are 
all the things inherent in an exchange helping a - 
Small company to obtain money. Thesc - things are all 
real and exist, and fully as many exist in the nature 
of a small company itself, and it is these that are 
later attributed to being some lack in the structure 
ef the financial institutions in the community. 
MR, GRAHAM: Mr. Steiner is chairman of 
our Listing Committee and can say a word about this. 
MR. STEINER: I think your question relates 
to the financing preblems of the small companies in 
this twilight zone of size. They. may be | placed by 


Stock exchange members, but this is not done through 


the stock exchange itself, and it is quite separate 
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from their function as a broker. They will often 
introduce and place a small industrial issue, hoping 
it will be a listed security. The small industry has 
a chance to start and preve itself and build up an 
earnings record, and later on you accept it for listing 
and it will make . subsequent financing easier; but the 
door is not closed because they cannot be listed easily. 
COMMISSIONER BROWN: Could I ask one more 
question on that? It goes back to the question on 
provincial taxation. I am quoting from the Montreal 
brief, paragraph 226, where they are talking about 
Succession duties and estate taxation. 
M A British Columbia investor or 
a maritime invester is less likely to 
buy shares of a company with no transfer 
office in his province, especially if the 
only transfer office is in Ontario or 
Quebec,” 
This is a well-known fact and, as a result, the dealers 
and brokers in the rest of Canada are actively working 
on these companies to get them to establish transfer 
offices out of Ontario and Quebec, to encourage 
investment. Is this actively pursued by thé Toronto 
and Montreal stock exchanges, to get these particular 
companies in your provinces to establish transfer 
offices outside because this will bring more business 
to you from people outside these provinces? Is this 
an active policy you pursue? 
MR. KIERANS: No, I do not think we do. per- 
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1 occasion, purely on a personal basis for Mills Spence 
2 or Jack Van Luven, I have gone to several Montreal 


3 corporations to try to get them to list in Vancouver. 


4 This would be to our own benefit if we encouraged them 


5 to have a transfer office in Vancouver or Halifax, 
6 or somewhere else. 
7 MR. GRAHAM: Would you like to speak on 


8 this, Mr. Somerville? 

9 MR. SOMERVILLE: No, we have never undertaken 
10 anything of that sort. 

11 COMMISSIONER BROWN: You have not even con- 


12 sidered it? 


13 MR. SOMERVILLE: No. 

14 COMMISSIONER BROWN: Would not this breaden 
15 the demand for these securities? 

16 MR. SOMERVILLE: You are thinking of the 

17 deterrent because of estate duties? 

18 MR. GARDINER: It is expensive for the 

19 small companies to have them in these provinces. 

20 It is unfortunate the situation exists that you must 


21 have it to benefit the shareholders. 
22 COMMISSIONER BROWN: I am thinking of two 
23 of the largest companies in Canada -- International 


24 Nickel and Bell Telephone, for example. 


25 MR. GARDINER: Yes. 
26 COMMISSIONER BROWN: Hasn't this occurred to 
27 your exchanges,to use this as a means for broadening 


28 the demand? 


29 MR. KIERANS: Yes, it would de. 


0 COMMISSIONER LEMAN: Noted! 
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COMMISSIONER BROWN: I hope you will note it, 
it is part of building up Canada. 

THE CHAIRMAN: As to securities regulation, 
there are, of course, securities commissions in most 
of the provincés: -- particularly in Quebec and 
Ontario, where probably the greatest volume of business 
is done. 

I would like to discuss for a moment the 
adequacy of security regulations,as we have them, and 
what means you may have in mind of improving the 
Situation where it may be required. My understanding 
is, as to the stotk exchanges, the prospectus that is 
generally compulsory for primary stock distribution 
outside of the exchanges is not required for. the 
stock exchanges -- or does that still apply? 

MR. MOYSEY: In so far as speculative 
mining securities enter into primary distribution 
on the exchange, we have what is the equivalent of 
a prospectus, which is called a :filing statement. 

THE CHAIRMAN: Yes. I wanted to ask some 
questions about that. Is that as to both the 
industrial stocks and the mining and other stocks 
er that’ character? ~ It is not st in Quéebec,7ias 2%, 
that the filing statement is accepted in substitution 
for the prospectus? 

MR. REID: The Quebec Securities Commission 
rule on it themselves. 

THE CHAIRMAN: So that that exemption no 
longer applies in Quebec? 


MR, CRUIKSHANK: That is right. 
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THE CHAIRMAN: Is that with respect to the 
mining and speculative securities, or also in respect 
ef the industrials? 

MR. REID: Any additional issue in Quebec 
has to be approved by the Quebec Securities Commission. 

MR. CRUIKSHANK: If distribution is going 
to be made in the province of Quebec, 

MR. REID: Whether it is industrial or 
mining. 

THE CHAIRMAN: No matter which? 

MR. REID: It does not make any difference. 

THE CHAIRMAN: Where the filing statement 
is permitted by the Securities Commission, as in 
Ontario, does the Securities Commission approve the 
filing statement? 

MR. MOYSEY:.: No. 

THE CHAIRMAN: It is entirely left to the 
exchange to decide the contents of that statement 
and how it is to be set up? 

MR. MOYSEY:. The set-up of the statement 
has been standard for some years. There have been 
Seme minor adjustments or improvements over the years, 
but it has been more or less standard since 1958, as 
originally set up. 

THE CHAIRMAN: What is the procedure for 
vetting these filing statements as they come up? Does 
Some committee look over them? 

MR. MOYSEY: Yes, the committee is made up 
of members of the exchange. They try to make the 


committee up from various representative members, some 
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of whom are in different sections of the financial 
industry. They pass on the material as prepared by 
the permanent staff, The permanent staff prepare, 
with the help of the legal talent of the various 
companies, a filing statement. The permanent staff 
vets the statement, as you suggest, and makes the 
recommendation. They make a list of deficiencies, 
as it is called -- things that they feel should be 
further enlarged on added to the statement, or 
paenbed -- and also a decmatonnase as to whether it 
Should be accepted after these deficiencies have been 


changed. 
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Then our committee discusses the matter 
and decides as to the final form in which the statement 
Will be accepted; if it is to be accepted we will 
instruct the staff to notify the company to that 
effect, 

THE CHAIRMAN: What is the yardstick which 
you apply; do you apply the same sort of a yardstick 
as the Securities Commission.would apply to a 
prospectus? 

MR. MOYSEY:.: It parallels it in many ways, 
yes. It would be very close to it. We feel we go 
further than the Securities Commissions go; we 
are stricter, 

THE CHAIRMAN: You follow the principle of 
full disclosure? 

MR. MOYSEBY:: Yes, full disclosure. 

THE CHAIRMAN: Whatever ‘that may mean when 
it is applied to different circumstances, 

MR. MOYSEY:: Yes. 

THE CHAIRMAN: But the purpose is to give 
to the public the information that they should have 
in order to make up their minds as whether or not 
to invest? 

MR. MOYSEY:: That is right. 

THE CHAIRMAN: How does the purchaser of 
securites obtain access to copies of these filing 
statements, particularly when the new area of shares 
is being distributed through the stock exchange? 

MR. MOYSEY:: Well, with regard to the 


filing statements it reads: 
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"This statement will be printed as 
part of a filing statement at the expense 
of the applicant company and copies will 
be furnished to member firms and member 
corporations of the exchange, the Ontario 
Securities Commission, the press, etc., 
and will be held available for public 
distribution. If so desired, copies will 
be provided for distribution to companies! 
shareholders," 

Now, I might point out that the companies' 
Shareholders in these speculative securities very 
Seldom have securities registered in their own name, 
so it is not a very effective way of GOLMG dee 

THE CHAIRMAN: They wouldn't receive it 
until after they bought the shares? 

MR. MOYSEY:: No, until deter they had the 
shares registered in their name, so that is not 
very effective. The only effect comes from having it 
distributed to all the members of the exchange, and 
presumably they have to deal with a member of the 
exchange when buying the securities. 

THE CHAIRMAN: The membervof the exchange 
would have theudocuments in his office? 

MR. MOYSEY:: That is right. 

THE CHAIRMAN: And if the customer came 
in he could show int one, but most of the PIE SDs 
are done over the. telephone, I Suppose? 

MR. GRAHAM: In most cases these filing 


Statements refer to companies that have been in 
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existence and that have shareholders; it is not 

the first issue of shares, and if the Chairman would 
look at page 78, paragraph 182, it sets out the 
different items of information that must be included 
in the filing statement. 

THE CHAIRMAN: I was just wondering when 
the purchaser first saw the Statement and just how 
useful these statements are. The prospectus generally 
has to be shown to the purchaser, doesn't it, before 
he applies for the Bono wade have he pays for it? 

MR. MOYSEY::: He has to rigbive a prospectus, 
that is quite true. In the case of a listed security 
he doesn't receive a filing statement; the filing 
Statement goes as far as the broker with whom he 
is dealing, and I have heard this criticism before 
and I can only suggest that Mr. Lennox of the Ontario 
Securities Commission pointed out that Lf, pouxage 
dealing in speculative securities that presumably - 
you will go to an expert, a member of the exchange 
and he will have the information available Lor. you, 

THE CHAIRMAN: Well, the procedure on which 
the Ontario system relies, so far as the exchanges 
are concerned, is first the full disclosure in all 
the statements that are made and distributed and 
which they have available, plus the self regulation 
of the exchange, the distipline of the exchange. 

MR. MOYBEY:: We go a little further than 
full disclosure; there are some things which we will 
not permit the company to do. We will not permit 


them to issue stock at less than 15 cents a share, 
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for instance, except under special circumstances, 
- and if there are purchases of property where we find 
3 that the property has been owned previously by a 


director or an officer or a large shareholder, we 


5 will not permit that except under certain circumstances 

° of full disclosure and shareholder approval, and 

; there can be no mark-up in price under any circumstances, 
' so we do take over some of the functions of management 

. where we feel it necessary. 

- THE CHAIRMAN: Do you run into difficulties 

11 


with respect to securities that you wish to qualify 
12 for distribution in other provinces? 

13 MR, MOYSEY:: Do we run into difficulties 
14 with respect to securities that we wish to qualify 

1S| for distribution in other provindes? 

16 THE CHAIRMAN: Yes? | 

17 MR. MOYSEY:: Well, in so far as they are 
18 traded on the Toronto Stock Exchange the distribution 


takes place in Ontario. 


- THE CHAIRMAN: So that you are not concerned 
- with the various conditions that have to be met in 

- other provinces before securities can be sold? 

- MR, MOYSEY:: We are going through --- 

= THE CHAIRMAN: You don't want to register 

™ in the other province because you are dealing entirely 
26 within Ontario? 

a7 MR. MOYSEY:: That is right, and whichever 


28 member of the exchange is handling this deal, he 
29 must be careful to make sure that the distribution 


takes place only in Ontario and it is his responsibility 
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1 and the stock exchange looks to you to fulfill that 

2 responsibility,unless it is registered in another 

3 place. 

4 COMMISSIONER BROWN: How do you control 

5 this; if this has been distributed through the stock 

6 exchange and the order comes in from Saskatchewan? 

7 MR. MOYSEY:.: The transaction takes place 

8 in Ontario; this is where the transaction takes 

9 place, not the residence of the purchaser. 

10 If I were to send a salesman out to Saskatchewain 
11 and sell the security there, then the transaction would 
12 take place in Saskatchewan, 

13 COMMISSIONER BROWN: Say that an order comes 
14 through from a salesman or a customers! man operating 
15 for a broker who has a branch office in Saskatchewan? 
16 MR, MOYSEY: Well, if this is a broker 

17 operating in Saskatchewan, we would think twice 


18 before executing the order. 


19 COMMISSIONER BROWN: Well, is there no 
20 control over this; how do you know? 
21 MR. SOMERVILLE: The Saskatchewan Act says 


22 if it is a security listed on a recognized stock 
23 exchange it is exempt under the Saskatchewan Act, so the 


g4ifealer has that availablé and the order is executed on the 


25 Toronto Stock Exchange. 

26 COMMISSIONER BROWN: If this was done 

27 through the prospectus, the buyer would have to get. 
28 a copy of the prospectus and he would have a certain 
29 range of time to cancel the transaction if he wished 


U it. Is there no arrangement by which you are to 
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1 Suggest that a copy of this filing statement should 

2 go to all people who buy this stock? 

3 MR, MOYSEY:. I think that while it 

4 was traded on the stock exchange it would be physically 
5 impossible to do so. It goes -- as far as we can 

6 physically and practically make it go -- to all members 
7 of the exchange and to the press; they have every 

8 Opportunity to apprise themselves of the circumstances. 
9 MR. SOMERVILLE: I would like to 

10 point out the case a little further than simply 

11 the process by which the prospectus goes to the 

12 buyer, In industrial companies, if they are normally 
13 raising further capital by the issue and sale of a 

14 different issue of securities, they sell further 

15]. preferred stock or another class of preferred stock 

16 and they make an offering by way ofrights to interested 
17 Shareholders. They don't except in very rare 

18 cases, sell more shares of the same issue to the © 

19! public with a prospectus off the floor with a fixed 

20 price; the reason being it is considered an impractical 
21 thing to maintain the market on an exchange and at ’ 

22 a fixed price offering off the exchange. They avoid 

23 this if they want to sell further common shares 

24 by a rights Pesehehivers this is not the pattern 

25 in the mining industry, and it is considered that if 

26 there is a further requirement for capital by a 

27 mining company it cannot, except at very high cost, 

28 make a secondaryrights offering nor can it sell with 
29 the prospectus off the floor, 


: In Quebec I believe that that is offering 
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1 by way of an underwriting and an option agreement 

2 will be done through the exchange, but there is 

3 no machinery -- except if the customer wishes it -- 

4 to get a copy of the prospectus. It is the fundamental 
5 conundrum of a fixed price offering recognized by 

6 the prospectus.and an offering: on exchange. 

r THE CHAIRMAN: Well, you are) not affecte 
8 too. muchoby the provistonsivnw of the different 

9 Securities Acts throughout the country? 

10 MR, SOMERVILLE: In this particular 


11 area you are speaking of? 


12 ‘THE CHAIRMAN: Yes. 
13 MR. SOMERVILLE: No. 
14 THE CHAIRMAN: How do they affect 


18 you in your activities, assuming they do? They are 
16 not uniform yet. 

17 MR. SOMERVILLE: No. You mean, how 

18 does this affect us as an industry? 

19 THE CHAIRMAN: Yes. 

20 MR. SOMERVILLE: I don't think it does 

21 very greatly affect the industry except in the case 
22 of sales of securities across the border where in the 
23 past a sale had made a significant difference in 

24 the attitude towards this end of the business, and 
25 this is tightened up in one province, then these 

26 operators will move to another province. At the 

27 moment this is probably satisfactory; we have found 
28 a solution in the province of Ontario, and this 
29| has been repeated elsewhere in Canada, but the 


U differences in the Securities Acts at the moment are 


- not a big problem, 
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Trento, Ontario 
As a matter of fact, they are coming closer together 
all the time. 

THE CHAIRMAN: Yes, that is true, but still 
there are differences and when sales are to be made 
in other provinces where the salesman goes out and 
sells in other provinces, they still have to register. 

MR. KIERANS: The distributor clarifies it. 

THE CHAIRMAN: There are many complaints 
about that from other sources, and I was wondering 
how it affected you in the course of your business, 

MR. SOMERVILLE: Perhaps some of the dealers 
could comment, but what I say is that in Ontario the 
Ontario prospectus is honoured in the other provinces 
by and large, and most of the dealers would file here, 
So the same is true in the province of Quebec; after 
the registration of the issue is through the other 
provinces would take that registration without any 
real problem of the type you mention. 

THE CHAIRMAN: As to Quebec, the same 
Situation applies, generally speaking? 

MR, REID: I think the only problem we have 
run into at an exchange is that on the Canadian there 
has at times been some reluctance or some difficulty 
in obtaining the listing of mining shares on the Canadia 
Stock Exchange, because when they want to issue more 
Shares they have to get it approved by the Quebec 
Securities Commission rather than bringing it directly 
to us, and in Ontario they can deal directly with the 
Stock exchange and sometimes they say they would rather 


do it that way; that is the only thing I can recall. 
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Terente, Ontario 
: MR. MOYSEY: I can see the criticism if 
2 we stated that the filing statement committee is much 
3! too strict and that they have to apply to the Canadian 
4 exchange! 
5 COMMISSIONER BROWN: These are the forces 
6 of competition, 
7 MR. KIERANS: I must say that we are quite 
8 happy that the Quebec Securities Commission is passing 
9 


Judgment on this and not us, so if they are go’! down 
10 to Quebec they are going down to the Quebec 32 thities 
11 Commission and not directly to the stock exchange. 

12 THE CHAIRMAN: It has also been suggested 
13 to us in certain places that it would be desirable to 
14 have one uniform security regulation law applicable 

15 throughout the country. What are the dpinions of 

the stock exchange on that problem? 

17 MR. GRAHAM: There is no question about the 
18 opinion of the Toronto Stock Exchange; they feel 4 


19 federal securities law is not needed; that the provincia 


20 legislation is quite satisfactory now and has become 
21 more satisfactory as years have gone by and there is 
fe more and more uniformity in the provineial acts across 
23 


the country, and if we had federal legislation it 
24 would have to give, one assumes, administration of 

a5 the regulations under the federal authority, and this 
26 we feel would lead to much additional cost, as it has 
27 in the United States and delays in financing the 

28 industry and more bureaucracy than we have under 

29 


the provincial system. 


THE CHAIRMAN: You are assuming that the 
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provincial commissions would still be in operation? 

MR. GRAHAM: That is right. 

THE CHAIRMAN: So that you would have an 
additional commission over and above that? 

MR. GRAHAM: Yes. 

THE CHAIRMAN: Even if it were possible 
to eliminate all the provincial commissions and have 
only one central body would that be acceptable or not? 

MR. GRAHAM: .\. Even assuming that 
the provincial commissions were eliminated and the 
whole thing came under a federal commission and a 
federal administrator, we still feel that it would be 
the wrong thing to do because of the difficulties that 
we foresee in getting issues approved, and so on, 
because experience has shown in the federal field 
there is a great reluctance to decentralize or delegate 
authority. We find this in other areas of government, 
and we feel that the same thing would likely apply 
in the field of securities administration and this 
would mean that a great many decisions would have to 
come to Ottawa, be referred by the local federal 
representative who mightobe in Montreal or Toronto 
or Vancouver, and so on, to the head office in Ottawa, 
with all the delays that this would very likely entail 
and all the additional expense. So that even though 
the entire field was taken over by the federal authorities 
we in Toronto feel that this would be wrong; that we 
are now operating in a reasonably satisfactory way 
and we feel we have many advantages over the System 


that they have in the United States and we very strongly 
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Terente, Ontario 
1 urge the retention of the provincial authority and 
2 the provincial administration. 
3 THE CHAIRMAN: What are your views? 
4 MR. KIERANS: Our views are just about the 


5 same. I think it goes back almost to what we said 
6 this morning about the necessity for having more than 
7 one stock exchange in this country. The country 


8 is different, and one would feel that the creation 


9 of a Quebec Securities Commission by the Quebec 
10 government would be charged with working over the 
11 framework of the province's desires for economic growth 


12 and expansion, and that it would be geared that way. 

13 I have the further feeling also, like General 
14 Graham, I think Churchill did say this, "If you create 
15 10,000 regulations you will lose all respect for the 

16 law’, and to a large extent the S.E.C. has over- 

17 regulated the industry in the United States and it is 

18 growing into -- it has been said before -- into some 

19 Sort of a monstrosity where it could collapse; it will 
20 not collapse of its own weight, but people might wish 


21 it would. 


~ sii r a a — 
sil { . “dl .e 
iain sia 


bas ytiurodtus Letonivorq edd to noidmeder said syiy 
fmottsrtataimbs Deitontveng edd 

fewolv ryoy e1s dedW :WAMAIAHO SHT 

edt tuods taut sis awetv wwO :GAARSIXN .AM 
bise ew dedw ot Jeomls Nosd asog di wHatds 1 -omBa 
aedd ovem gaived 102 yilteasosn ont tuods gatatom atdgs 
; Yitavoo SAT »Yatavoo elds ak sgasdoxs Aoote ono 


neitsets odd ¢gsdt [eet blucw emo bane ,tnertesTitb et 


oedeud edd yd moteaimmoo astjiqvose@ osdsul s to 
; sit vovo gatNduow diiw begisdho sd bluow tromitevog 
aitjworg ofmomess tol esilseb e'sonivorg edt to Niowsmeyt 

.yew gedd beresg sd bivow Ji tend bas ,aolensgqxs bare 


| ferens) eNil .,oels gntisst rental edd sved I 


stss19 voy Tl" ,sidd yee bib Litdowsdd watdd I ,medesd iat 
edd tot toegeey Ifs seoi Litw voy anolisivges 000,.0L fat 
~tevo asd .9.4,8 oft daecxe.egisl s ot bas ,‘wel at 

ai cdl bas esiete bestiau edt at ywideubat ods bssteluges Ry 
smo0a otai -- e1oled bisa meed eed ti +- otat gatworg {et 


{fiw SE ,segeliloo biuoo gst ousdw ytlaortanom 6s to s108 
flelw ddaim elgesq dud ,tdgtew awo ett to segelfoo gon 


~bivow gs 


29 


> 


Nethercut &é Young - 4816 = 


Terento, Ontario 

The delays and the difficulties and the 
costs of what they are doing in the United States is 
not something that I think should be borne by this 
country, but it is something that would inevitably 
happen again. I am not a broker. If I felt that 
a central S.E.C. would be good, I would say so.because 
I do not care; but I do not feel it would because 
I do not think they would understand the problems, 
as I said before, in British Columbia or Quebec, 
the peculiar problems of those provinces, v¥dil camot fit 
all the different aspirations and different ways 

things 
of doing/into some computer machine and say, "This 
regulation will apply all across Canada," There is 
Still a great need for uniformity of legislation, 
but the Commissions themselves are getting together 
and they are solving most of their problems. 
COMMISSIONER BROWN: I wonder whether 
we could just discuss in a little more detail this 
primary distribution through the stock exchange? 
Would you describe for the record just how it 
operates, how the underwriting and option is made up, 
how the broker operates who is: distributing it and 
what happens if something occurs which causes the 
public: to become very optimistic and the stock goes 
up? Who gets the benefit, the public or the issuing 
company or the broker? Would you deal with these 
points? 
MR. MOYSEY: If I could run over this very 

Quickly, I would say that any business of this type 


on the exchange must go through a member of the 
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exchange. The stock exchange takes the yoewtthat 
tis.membergiare =... quite experienced in this 
type of business, that they know what they are 
doing, and the exchange looks to the member who is 
taking the deal to have a proper market on that 
Security and be responsible for proper marketing of 
this primary distribution, and each member is forced 
to sign a statement to this effect; cif Lraw acc’ 
vaatingon behalf of a client, whoever the underwriter 
is, that I realize I have the same responsibility 

as if I was underwriting this security personally." 
So you have experience and responsibility. Now, 

the broker from there has to follow certain regulations. 
I do not know just how technical you want me to 
become, I see that you have Circular No. 5 in front 
of you. Is there any particular heading or part 

of this circular that you would like me to enlarge 
upon? 

COMMISSIONER BROWN: I have just been 
informed that the court reporters are going to 
reproduce everything, including this circular, so 
that it is not necessary to read it into the record, 

MR, MOYSEY: I see. Is there any part of 
this --- 

COMMISSIONER BROWN: Perhaps you could run 
Over an example of how it is done. 

MR. MOYSEY: All right. I shall run over 
this quickly more or less item by item. No option 
without an underwriting will be accepted. In other 


words, the underwriter or promoter must put up some 
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1/ hard cash first. Secondly, we have no delayed 

2 underwritings. There is none of this sort of thing: 
3] "We will give you $5 today and the rest when you 

4 catch me." It has to be done immediately. 


The minimum underwriting price is to be 


6 15 cents a share. There is an exception there, 

a The basic exception to this 15 cents a share is 

8 where we find that a company has less than $20,000 

9 in quick assets. We feel there that the company needs 
10 Special help and we will permit underwritings of 

11 as low as 10 cents a share in that case, 

12 Another exception is if a company has 


13 negative working capital, in other words if it owes 
14/ $20,000 or more, we feel in that case you cannot 

15/ allow that company to be underwritten while it is in 
16/ debt unless the underwriting is sufficient 

17 to take it out of debt, and also provided that there 


do 
18/ are sufficient funds to/whatever work is recommended 


in the engineering report. Another alternative would be 
20 tell the 
to/ company that it must go to the creditors and 


have the creditors agree to subrogate their debt until 


= whatever work is recommended by the engineers has 
- been accomplished or until such date as may be 

“ satisfactorily arranged. 

25 


As to the minimum amount that can be 

26 underwritten, in the ordinary case it is $30,000. 

27 I think that is more or less self-explanatory. There 
28 is a limit on the amount of capitalization up to 

29! $5 million of shares, and if it is over $5 million 


0 we would refer it to the board of directors to see 
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what type of action they would take on an underwriting. 
Next is the intial price of an undertaking. 
This shall be at not more than certain discounts 
from the market but there has to be Some profit 
to the underwriter, This circular outlines the 
amount of the discount that takes paace. I miehnt 
point out that in practice it is very difficult 
to keep the news of an impending underwriting from 
appearing and getting around the street, with the 
result that these prices tend to rise, and in some 
cases it is necessary to allow an underwriting below 
the market price, 

There is a limitation of one million 
Shares on any underwritten option agreement. There 
could not be more than that. I do not know how 
much detail you want in here? 

COMMISSIONER BROWN: Perhaps you would 
describe how this acceleration clause: works? 

MR. MOYSEY: All right. The principle 
behind the "acceleration clause" is that after an 
underwriting takes place presumably the money goes 
into the treasury and the company starts, for 
instance, drilling, and so on, and if that drilling 
is successful and encouraging:.. then the price of 
the security can rise very rapidly. Public interest 
develops very quickly, and the acceleration clause 
attempts to make sure that this public interest does 
not dissipate itself solely in driving the price 
of the security up without any benefit to the 


company. In other words, we make certain that the 
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underwriter is not capable of Just sitting back 

and watching the price of the stock gO up out of 
Slght. The acceleration clause forces the underwriter 
at certain prices to take down his option stock 
whether he wishes to or not. Turning over to the 

back page of Circular No. 5 you will observe that 

when the price of the security rises to certain 
percentages: above the price of his option, that 

option becomes a firm commitment to the extent of half 
the stock that is traded on the floor of the exchange. 

COMMISSIONER BROWN: This is one point 
I wanted to have clarified. Is this trading on the 
floor of any stock exchange in Canada? 

MR. MOYSEY: ‘No, the RoTSHES Stock Exchange 
because that is where the primary distribution is 
taking place. 

MR. SOMERVILLE: Not just there. 

MR. MOYSEY: I stand corrected.In any event, 
the underwriter is forced to take down the option 
stock and put money into the treasury of the company. 
The amount of the profit, even under the most optimistic 
conditions, is limited until such times as he has 
completely financed the company to the extent of 
the original underwritten option agreement. 

The underwriter must also agree not to 
sub-underwrite or sub-option any of his deal without 
permission of the stock exchange. Therefore, we 
know whom we are dealing with. There is one certain 
problem that comes up, and in order to protect the 


underwriting group in some cases we have allowed them 
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to send in a letter, which is known as a letter of 
committal, to the exchange, in which they state that 
they propose to underwrite so many shares at such 
and such a price. That letter is time-stamped when 
it enters the exchange, and it is on the basis of 
Gnade, compared with the price of the Security at 
the time the letter was received by the exchange, that 
we determine the amount of profit that will be allowed. 
In other words, it might take some time to get lawyers 
and directors to sign documents, and so on, but 
this is actually the moment at which the agreement 
was made with the company and this is the price with 
respect to the security at the exchange at that time, 
and that is the basis on which we determine the terms 
of the underwriting option agreement. I might say 
there would be exceptions to this. If in our opinion 
the price of the security were to rise too high so 
that there would be an unfair profit, we would insist 
that the underwriting be at a higher price. 
COMMISSIONER BROWN: Is there any provision 
at any time where, after the agreement is Signed and 
the stock has been underwritten and these options 
are outstanding and the price of the stock goes up 
very quickly, there is a readjustment on the option 
prices so that the company gets the advantage of this 
increased price? 
MR. STEARNS: No, sir, but we have brought 
considerable pressure to bear and arranged foreather 
underwriters to supply more stock in certain cases, 


cases where the news on the property did not justify 
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the market action that was taking place, 

MR. MOYSEY: I think what Mr. Stearns means 
is that if after this escalator clause has operated 
so that the underwriter has taken up all his option 
stock, and the demand is still there and it starts 
driving the pricévof ‘the; sécurbty up 9 i). 
again and the company is not fully financed, then 
the exchange uses very Strong pressure.on the under- 
writing group to have them come in and take another 
underwriting option agreement. 

MR. SOMERVILLE: There is one feature of 
the filing statement that we think is of particular 
importance, and that is that it allows a follow-up 
of subsequent use of funds. Under the Provin¢odaal. 
Securities Act there is no requirement on the company 
that once it has raised the money by the sale of 
Shares to account for the expenditure of that money , 
other than a civil action being instituted by a 
Shareholder, Our filing statements, however, provide 
that an inquiry can be made of subsequent use of funds, 
and this is done through annual reports and Subsequent 
filing statements, to make sure they use the money 
for the purpose they intended to use it “ov. We think 
this is a serious weakness in the exlsting Companies 
and Securites Acts in the provinces, and we are in 
effect showing a way in which there could be a follow- 
up of this sort. 

MR. MOYSEY: I should like to read for the 


record, Mr. Commissioner, the definition of material 


change. 
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COMMISSIONER BROWN: I think it is in the 
brief. 


MR. MOYSEY: It also appears on Circular 


COMMISSIONER: ‘BROWN: In your brief you make 
some recommendations -- I am dealing with a different 
Subject now -- about possible amendments to the 
Criminal Code. Can you be a little more specific 
about what you wish to have covered? 

MR. GRAHAM: I think this ‘has to do with 
market manipulation, Commissioner Brown? 

COMMISSIONER BROWN: Yes. 

MR. GRAHAM: As we say in the brief, it 
is extremely difficult to identify market manipulation 
because certain things can be done which are perfectly 
legal, or are accepted as being legal, which do affect 
the market prices of Stock, and these things cannot 
be interpreted as market manipulation. The section 
of the Criminal Code to which we refer here, Section 325, 
g0€S some way toward preventing market manipulation, 
but it does not go as far as the Securities Exchange 
Act does in the United States. As Appendix 48 we 
have put in the appropriate section of that Act, which 
you will find goes further than our section in the 
Criminal Code. The way in which it goes further is 
to prohibit a series of transactions which result 
in a rise of the price of stock, and this is not 
included in our Code, 

We did not make a firm recommendation that 


the Criminal Code be amended to include a provision 
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Such as Section 9 of the Securities Exchange Act 
because we felt there might be great differences 
of opinion in regard to this, and it is a sub ject 
which the Federal Department of Justice should look 
into very carefully before it starts to amend our 
law to bring it exactly in line with the American 
law. We have suggested there should be discussion 
with the various stock exchanges and various provincial 
securities administrators with a view to deciding 
whether it is necessary to make such a change. 
COMMISSIONER BROWN: On the question 
of take-over bids, have you by any chance studied 
the suggestions that were made in the Jenkins! Report? 
ii teehee Vite » geayo Bune. 
MR. GRAHAM: Yes, I have. 
COMMISSIONER BROWN: Have you any comments 
on this? Do you consider that they might be applicable 
or not be applicable? 
MR. GRAHAM: Well, by and large I would 
Say they are applicable, but in saying that I am Speaking 
for myself because this has not been discussed in 
detail with the board of governors or the members 
of the exchange, but the code that is recommended 
by the Jenkins Committee, and I think you have read 
it, Mr. Kierans.»-- 
MR. KIERANS: No. 
MR. GRAHAM: --- does seem to cover the 
type of cases that have been occuring here and that 


have led to considerable criticism and some inequities. 
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Now, what we propose to do -- and we have 

been in touch with the Montreal Stock Exchange about 
this to ask them if they will go along with us -- is 
to discuss this with the Canadian Bankers'! Association, 
the Trust Companies' Association and the Investment 
Dealers' Association, together with the Vancouver 
Stock Exchange, the Toronto Stock Exchange and the 
Montreal Stock Exchange, in an effort to arrive at a 
code which would be agreeable to those six organizations, 
and which I visualize would be along the lines of 
the recommendations in the Jenkins Report. 

The reason why we are suggesting this is 
because in the take-over field -- and we can assume 
that there will be more take-overs and mergers in 
the future, because it is a sign of the times -- the 
banks are definitely involved, the trust companies 
are invariably involved, and so are the stock exchanges, 
so it is our thought that by having a discussion between 
these six organizations we can perhaps come up with 
something. But, if there is in the near future a 
committee to study amendments to the company legislation 
in Canada -- both the Dominion Companies Act and the 
Provincial Companies Acts -- I would hope that something 
of this cauld be included that would take care of some 
of the problems that have been experienced. 

COMMISSIONER BROWN: Perhaps you would 
all get together before January when we are to see 
the pankers, and come up with your group recommendation. 
MR. GRAHAM: I hope we will get together 


before December. 
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1 COMMISSIONER LEMAN: There is just one questidn 
2 of detail that I would like to have answered, if possibld, 
3 In paragraph 189 (b) of the Toronto Stock Exchange's 

4 brief there is cited the figure of $53 million received 

5 from options and underwritings, and that money was 

6 turned into the treasuries of these companies that 

7 were financed in the year 1957. Do you know what 

8 proportion that is of the total that had been bought 

9 by the public? 

10 MR. GRAHAM: What proportion was paid by 

11 the public in the primary financing --- 

12 COMMISSIONER LEMAN: What went into the 

13 companies' treasuries is what proportion of the total 


14 paid for shares that have been distributed? 


15 MR, STEARNS: No, we do not know that. 
16 COMMISSIONER LEMAN: Is not that ascertainabld? 
17 MR. SOMERVILLE: We do not think so. We 


18 have spent some time studying this, but we have not 
19 been able to arrive at a representative figure... This 
20 is the recorded price of the securities that were 


21 taken out, but at what time we do not know. These 


22 underwriters are not members of the exchange. 
23 COMMISSIONER LEMAN: But there must be at 
24 least some correlation between the amount of money 


25 raised by the primary distributionidintthe form of capita 
26 for those companies that had used this facility, and 

ao this figure. You would not hazard even a guess as 

28 | to what it would be? 

29 MR, SOMERVILLE: No, I do not think you can 


IU do it in that way. You would have to know what the 
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underwriter did with his stock -- did he sell it at 
the time he took it down; did he sell it before he 
took it down; did he sell it six months Later, or a 
year and a half later? You simply do not know that 
with respect to those particular shares. 

COMMISSIONER LEMAN: In that sense it is a 
little difficult to gauge the efficiency of that 
system, is it not? 

MR. SOMERVILLE: That is granted. 

COMMISSIONER LEMAN: That is, as compared 
with the straight system of distributing through under- 
writers. 

MR, SOMERVILLE: That is right. We are 
hopeful that we have not made any claim in that para- 
graph that is unjustified. We make no claim as to 
the cost of this procedure, 

THE CHAIRMAN: Thank you very much, gentle- 
men, for your submissions. I am sure that the members 
of the Commission feel with me that a tremendous amount 
of work has been put into these two briefs that have 
been discussed today, and we wish to thank you for 
the great care that you have taken, and the research 
you have done, in order to assist us in our task. Z 
have not the slightest doubt that as a result of this 
discussion we have learned a very great deal, and are 
now apprised of many important aspects, and our minds 
have been clarified in many respects. We are very: 
much indebted to you. 


MR. GRAHAM: Thank you, sir. 
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1 THE CHAIRMAN: We shall.:now adjourn until 
2 tomorrow afternoon at 2 o'clock when we shall hear the 


3 brief of the Canadian Manufacturers! Association. 


5 --- Adjournment. 
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Paragraphs 
Ks Part I of our Submission describes 
the history and development of the Montreal and 
Canadian Stock Exchanges with particular 
reference to the distinguishing characteristics 
of the two markets and the expanding role and 
function of the Exchanges. 
ae There is increasing cooperation between 
the Exchanges and other institutions, including 
the Securities Commissions, Investment Dealers! 
Association, Associations of Security Analysts, 
etc. The primary aims of such cooperation are 
to adopt uniform rules of conduct and methods of 
operation and to raise the standards and 
educational requirements of the industry, 
(See Part II). 
55 A distinction should be drawn between 
the acquisition by foreign interests of Canadian 
equities for the purpose of acquiring management 
control and a similar acquisition by non-residents 
for investment purposes only. ie vey! have 
been commenced by the Montreal and Canadian Stock 
Exchanges which will reveal geographical changes 
in the composition of the shareownership of listed 
Canadian corporations. 130 - 142 
- The percentage of the population owning 
shares is astonishingly small according to the very 
meagre data available, However, poth in 
composition and as a fraction of their respective 


populations the shareowning public of Canada and 
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the United States appear to be almost identical, 

Canadians are not less inelined to acquire 

equities than are Americans. However, markets 

here are, of course, much thinner and as a 

result are maintained at a higher unit cost, 

Available Canadian statistics suggest that 

approximately 3 per cent of the Canadian tax- 

payers received nearly 60 per cent of all 

dividend income paid by taxable individuals in 

1959. American studies have indicated that an 

€ven smaller percentage of shareownership exists 

in that country. 143 - 184 

Bw Public individuals in Quebec owning 

common stocks represent a far smaller percentage 

of the population of that Province at a11 income 

levels than is the case in the rest of Canada, 

The investor in Quebec, on the other hand, appears 

to hold a larger percentage of his portfolio in 

equities than does his Ontario counterpart. 162,171, 
180 

G, Of all the factors that esraluans the_ 

individual's propensity to acquire equities, the 

most significant is his income level, This 

omnipresent factor makes it difficult to isolate 

other factors such as age, sex, occupation, and 

place of residence, although these are known to 

exert an influence in themselves. Much study 

remains to be conducted in this area, particularly 

in the field of motivation research. Wy — a6e 


Tr The position occupied by Life Insurance 
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Companies and Trust Companies expressed as a 
percentage of the total values listed on the 
Montreal and Canadian Stock Exchanges is of 
minor importance in the overall demand for 
equities in this country. Recent liberalization 
of the investment provisions of the Canadian and 
British Insurance Companies Act is not expected 
fo bring about any substantial change in this 
situation in the short run. We recommend 
against the imposition of restrictions upon the 
investment powers of pension fund trustees, Any 
legislation changes Which will enable institutional 
buyers to increase their equity holdings within 
reasonable safeguards are to be encouraged. To 
this end, we recommend that the Provincial 
Governments should give immediate consideration 
to amending their respective Trustee Acts to 
permit the acquisition of investment grade 
equities by trustees administering funds subject 


to these enactments. 185 - 188 
3 202 - 209 


\ 


8. The remarkable growth of the mutual 

fund industry is noted. These companies have 
stimulated a demand for equities that is making 

the industry an increasingly important factor in 

equity markets 193 - 196 
9. Industrial corporations, investment 

dealers and private investment trusts are not 

major factors in equity markets 197 - 201 


10, In the U.S.A. studies have clearly 
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revealed that the equity purchasers, particularly 
those in the higher income bracket, are pro- 
foundly influenced by the incidence of taxation 
in selecting investment media, We believe that 
the same attitude prevails in Canada, One 
excessive tax burden and the complex legislation, 
under which it is imposed are draining off | 
resources and skills vitally needed by productive 
enterprises to ensure the continuing growth of 
the Canadian economy. A comprehensive study 

of these problems is mandatory, as is the 
expeditious implementation of the resultant 
recommendations, An increase in the dividend 
tax credit will do much to stimulate an increased 
demand for equities, 219 - 222 
Ep We concur in the recent amendments 

to the Income Tax Act which require that 
ultimately 90 per cent of the earnings of 
investment companies and pension trusts must be 
derived from Canadian sources as a condition 
precedent to special tax concessions. However ,. 
the imposition of a 15 per cent withholding 

tax upon investment income payable to non- 
residents has created severe distortions within 
the economy and a curtailment of investment flows 
from abroad, It is our urgent recommendation 
that this too be reduced to the original 5 per 
cent levy formerly in effect. | 220 = 22> 
12% Differing formulae for determining the 


location of assets exist under the Federal Estate 
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Tax Act and the Ontario and Quebec Succession 

Duties Act. Similarly, double taxation can 

result under the security transfer tax acts of 
Ontario and Quebec. The required changes in 

each act would not impair provincial sovereignity 

or seriously reduce revenues to the governments 
concerned and we suggest that such reciprocal 
modifications would increase the mobility of 

capital in this country. 223 - 232 
36 Investors resident in France prefer to 
acquire interlisted Canadian securities in the 

United States because of the absence of 

duplicate transfer charges as a result of the 
Franco-American Tax Treaty. We recommend that 
Similar exemptions be negotiated into the 

reciprocal tax convention between Canada and 

France, j 223. - 240 
14. The provisions of the Corporations 

and Labour Unions Returns Act should be amended 

to permit unimpeded public access to the 

financial returns required to be filed there - 

under, 241 - 243 
15c The first transaction study of the 

Montreal and Canadian Stock Exchanges was 

conducted during June 1962; The results were 
comparable to recent surveys of the New York 

Stock Exchange with respect to the volume of 
transactions represented by public: individuals 

except that a greater percentage of Canadians 


appear to favour short-term trading opportunities, 
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The volume of trading conducted by institutional 
buyers was a much higher percentage of total 
transactions in the U.S. than was the case in 

Canada, The percentage of members' eddktt ions 

was greater in Canada than the U.S. and can 

probably be attributed to arbitraging 

practices. 244 -~ 282 
16. We agree with the need for fuller 

and more frequent disclosure of financial and 
operating information of public corporations. 

The Exchanges have a great responsibility in 

this regard but the primary impetus should come 

from a revision of the Companies Act which would 

treat listed and unlisted companies equally. 
Otherwise, there would be a severe disadvantage 

to the listed corporations. 287 - 291 
i ge There is a fundamental sree for a 

basic and uniform securities act to be enacted 

by each province, We do not recommend the 
establishment of a federal securities 

eommission. ; 283 - 306 
Os We do not anticipate amy marked 

increase in the sale of equity participation in 
Canadian subsidiary operations by foreign 
corporations, We believe that any legislation 
designed to force this issue would create’ more 
problems than would\ be solved. At the present 

time, we need more complete information on the 
operation of subsidiaries such as would be 


available if information filed under the 
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Corporations and Labour Unions Returns Act 

were made public. 307 - 314 
19. Trends in corporate financing in 
Canada follow the same pattern as Aimsaceed 

by similar studies in other countries, 

Canadian corporations finance growth and 
expansion largely from their own operations 

with diminishing reliance on the capital markets. 
Attempts to change this pattern by legislation 
are likely to cause serious difficulties for 
Canadian corporations and to damage their 


ability to compete in world markets. 315 - 347 
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PART I 
2 HISTORY AND DEVELOPMENT OF MONTREAL AND CANADIAN 
P STOCK EXCHANGES 
, hs Every stock exchange in operation today has 
: had its antecedents and origins in conditions indigenous 
. to the economic community of which it is a part. Its 
; early foundations have had profound effect on eventual 
‘ evolution of the exchange as an institution of finance 
- and as an auxiliary function a the capital market of the 
= region or country which it serves, 
, es The London Stock Exchange, by way of example, 
i traces its origin to the latter part of the seventeenth 
‘s Century when a prudent William III initiated the practice 
e of public long-term borrowing on a regular basis to 
a finance the national debt, This practice required 
bi professional raisers of funds or "stock-jobbers" who later 
" formally organized as a "club" in 1762. In turn, the 

"elub" became the London Stock Exchange in 1801. 
4 Ay The New York Stock Exchange was founded in 1792 
‘ to provide a market for bonds which funded one debt of 
‘a the Revolutionary War, and for stock of the United States 
‘ Bank, 
22 

4, In Montreal, a group of brokers were meeting 
4 regularly by 1832 to trade the shares of business and 
a" commercial enterprises which characterized the semi- 
y colonial economy of those days. Subsequent reorganizations 
r resulted in the formation of a Board of Brokers in 1866; 
4 this was an immediate predecessor to the Montreal Stock 
4 Exchange which was incorporated by a charter of the 


Province of Quebec on January 28, 1874, The Charter 
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has since been amended in 1951. 

5% Through growth and evolution, the Montreal Stock 
Exchange developed standards of listing and trading which 
were quite stringent. By the 1920s thevbawase traded, 
outside the Exchange's facilities, securities of numerous 
companies who were unable to comply with these rigid 
requirements, Adhering firmly to their belief that any 
organized central market is always more effective than 
any unlisted market where transactions are seldom marked 
or publicly reported, a group of brokers already members 
of the Montreal Stock Exchange caused the formation of 
the Montreal Curb Market in 1926, It was an Association 
with much latitude in its original terms of reference 

for the formation and promulgation of rules and 
regulations governing its operations. Its original 
Articles vested in a Board of Management substantially 
wider powers than those allowed the Governing Committee 
of the Montreal Stock Exchange under its charter, .§ Since 
1953 the Curb Market has been known ag the Canadian 

Stock Exchange. 

6, The Montreal financial community then has two 
stock exchanges. This dual-exchange development grants 
recognition and accommodation to the fact that all 
securities fall into one of two broad classifications; 
the "investment-type" security and the "speculative-type" 
security. The existence of the two markets side by side 
also serves to demonstrate problems affecting the 
industry as a whole, including the difficulties attendant 
upon disclosure by natural resources companies, primary 


distribution of treasury shares through a stock exchange, 
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Terente, Ontario 
and the amount of responsibility carried by a stock 
exchange in protecting the interests of shareholders and 
of the public. 
yee The growth of the Montreal Exchanges has been 
substantial and is probably in direct proportion to the 
growth of the country's economy: 
- in 1874, the year of incorporation, 63 
issues traded, with an average volume of 
800 shares per day. 
- in 1914, the number of issues listed had 
grown to 182 and daily volume had attained 
10,000 shares, 
- in 1927, the combined trading volume of 
the Montreal Stock Exchange and the Montreal 
Curb Market was in excess of 27 million 
shares, 
- in 1950, the combined value of listings 
on the Montreal Exchanges had exceeded 
$10.5 billion, and annual volume for 694 
issues totalled 117 million shares, 
- in 1962, the combined trading volume to 
the end of June exceeded 88 million shares, 
and the value of 760 issues listed was 
approximately $45 billion. 
8. A review of past trading records in the 
Exchanges! archives reveals that the Exchanges have been, 
and are, a mirror of the economic activity which has 
characterized Canada from 1874 to the present date, The 
review also indicates significant changes in the 


industrial and commercial life of the nation, and shows 
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how investment opportunity in most areas has expanded, 
while in other significant areas it has ecmtracted, 
9. To illustrate; 
- the earlier years provided an opportunity 
for ownership in a relatively large number 
of banks, insurance companies, and 
transportation companies; it is a matter 
of record that such investment opportunities 
today on a public basis are extremely limited, 
- today, the client of a Montreal broker has 
a choice of buying shares in oil producing 
and refining companies, in a variety of 
retail merchandising organizations, paper 
companies, distilleries and a number of 
miscellaneous manufacturing concerns. 
These opportunities were certainly not 
available to the investor prior to 1900, 
10. The review also provides another meaningful 
commentary on the changing role of a stock exchange 
member; whereas bonds were traded in large quantity on 
the stock exchange in earlier days, there are today no 
bonds listed on either of the Montreal markets. The 
trading of bonds has long since devolved into the markets 
organized by the investment dealers (in many cases 
affiliated with Stock Exchange members, and often with 
identical ownership) and the banks, where the 
relationship with a ‘client is, in almost every instance, 
as principal-to-principal with a spread in price as 
remuneration, rather than as principal and agent with a 


commission as remuneration. 
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1 PRESENT ORGANIZATION, OPERATION AND FUNCTIONS 
OF THE MONTREAL AND CANADIAN STOCK 
2 EXCHANGES 
3 +1. Rhere are three essential elements or principle 


4] upon which the operation of a stock exchange is based, 


5 a) Personal trust - the underlying precept of 
6 broker-client relations which has prevailed 
4 Since the beginning of the securities 

8 brokerage profession, 

9 b) Marketability or liquidity - the facility 
10 which ensures that a security may be readily 
11 acquired or sold at any given time by the 

12 investor under well defined rules and 

13 conditions governing trading and commission. 
14 ec) Disclosure - the dissemination and 

15 publication of information pertaining to: 

16 - all transactiors which are executed under 
17 public surveillance on the exchange. 

18 - data,required under the terms of a 

19 listing agreement, relative to the 

20 activities of all companies whose 

21 shares are listed on the exchange. 

a2 123 With these principles in mind, we proceed with 


23 comments on the present organization, operation and 
24 functions of our two exchanges together with likely 


25 future developments, 


26 ORGANIZATION 
27 13. In some countries, for example Switzerland and 


28 Germany, banks fill the role of both brokers and 
29 investment dealers. However,the stock exchange as an 


0 institut_on still exists in these areas with membership 
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1| being held by the various banks. 

2] 14, Membership in the Montreal and Canadian Stock 

3| Exchanges is limited to individuals and is generally 

4| referred to as a "Seat on the Exchange", Seats evidencing 
5] membership must be registered in the individual's name, 

6] 15. The number of seats on the Montreal Stock 

7| Exchange is limited to 80, and on the Canadian Stock 

8] Exchange to 100, Seats are transferable, and it is 

9| always possible to apply for admission by buying a seat 
10/ and becoming a candidate for membership. A candidate mus 
11/ be a British subject of the male sex, at least 21 years 
12/ old, and in the free exercise of his rights, His 

13| candidacy must be proposed by one and seconded by another 
14| existing member. If, after inquiries are made, the 

15| candidate is judged to possess the necessary qualities 

16| of character, responsibility and financial solvency, his 
17| application is posted for a period of 28 days, following 
18]| which balloting by the membership takes place. one 

19| adverse vote in five is enough to exclude the candidate. 
20| When elected, the new member must obtain the transfer to 
21 him of a seat within 10 days after the ballot, failing 

22|| which he voids his election, 

23|/ 16, The word "seat" refers to the early days when 
24 brokers traded while seated and today may be taken 
25 simply to mean a right of entrance, Seats are transfer- 
26 able subject to conditions laid down in the Exchange by- 
27| laws, Their price; on the Montreal Stock Exchange, 

28|| reached a peak of $225,000 in 1929 and on the Canadian 

29| Stock Exchange, $50,000 in the same year. Recently, a 


at seat sold on the former Exchange for $40,000 and on the 
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latter for $12,500. Trading activity on the floor is the 
principal determinant of seat prices. Demand, however, 
diminished a few years ago when the ruling concerning 

the required presence of the member on the floor during 
trading was amended. Today, members may appoint attorney 
to represent them on the floor, but attorneys are subject 
fo the same strict regulations as the members, leaving 
the members free to look after other aspects of their 
business, 

ETS Conditions for membership on the Canadian Stock 
Exchange are somewhat the same as those prevailing on 

the Montreal Stock Exchange, save that it is not necessar 
for the candidate to be a British subject. 

18, Prior to 1953 sole proprietorships and partner- 
ships were the only form of business organization granted 
recognition by the Exchanges as member firms. In 1953 
the by-laws of the two Exchanges were amended to permit 
recognition of limited companies as member corporations. 
At May 31, 1962, forty-seven of the eighty-nine members 
dealing with the public were member corporations. The 
advantages of a limited company appear to outweigh 

those of a partnership and there is every likelihood that 
in the not-too-distance future the active membership of 
the exchanges will just about entirely consist of limited 
companies, 

19. The element of individual responsibility, so 
much a cornerstone of broker-client relationship, still 
remains, Members are still elected by ballot, and all 
the disciplinary provision of the by-laws and regulations 


are predicated on the responsibility of the individual 
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Gember, whs is accountable for the acts of the firm or 
corporation on whose behalf he holds the seat, 

20, It seems likely, however, that the Charter and 
by-laws of the Exchange will be revised 66 take cognizanc 
of things as they are, that is, that stock exchange 
memberships today are, in the majority of Seen 
partnerships or corporations, and individual members hold 
seats only nominally and as a formality. This would not 
diminish the disciplinary powers of the fxebanies; nor 
their continued surveillance of members! activities and 
the financial positions of. members, Although the 
formalities of balloting may be removed, applicant 

member partnerships or corporations would ve) as now, 
subject to intense scrutiny prior to approval, 

2h. At May 1, 1962, sixty-five persons held seats 
on both the Montreal Stock Exchange and the Canadian 
Stock Exchange. This veut wee in an overall combined 
membership of one hundred and fifteen members for the two 
exchanges, The membership may be classified as follows: 


Member firms and member corporations 
engaged in business and dealing 


with the public 89 
Floor traders (not dealing with 

the public ) 10 
Inactive 5 


Extra memberships held by partners 

or directors of member firms and 

member corporations shown above 

as dealing with the public . 11 
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ee, The head offices and main base of operations 
of the eighty-nine member firms and corporations are 


located in the following areas; 


Quebec and the Maritime Provinces TS) 

Ontario 30 

Manitoba 3 

British Columbia 1 

New York State 10 

89 

eo Fifty-six member firms and member corporations 


also hold membership in the following stock exchanges: 


Toronto 48 

Winnipeg 13 

Calgary 9 

Vane ouver £1 

New York 10 

American : 10 
24. During the past twelve years the number of 


member firms and member corporations dealing with the 
public has increased by approximately 25 per cent, This 
net increase is broken down as follows; 

Additions: 

Established firms and corporations 

of other stock exchanges or securities 


associations 


New firms and corporations 
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Resignations: 

Voluntary and no longer in business 
Voluntary and still in business 
Securities license cancelled 


Asked to resign due to financial 
difficulties 


Bankruptey 


Mergers 


Net increase 


25¢ It is interesting to note that forty-four of 
the two Exchanges! eighty-nine members dealing with the 
public are also members of the Investment Dealers! 
Association of Canada, while another twenty-five members 
are closely affiliated with members of the I.D.A. In 
other words between 75 per cent and 80 per cent of our 
members who deal with the public are also members. or 
affiliates of members of the I.pD.A, A matter of further 
interest is that between 60 per cent and 65 per cent of 
the members of the I.D.A, are either members or very 
closely affiliated with members of a recognized stock 
exchange in Canada, Closer observation of the relation- 
Ship between affiliated organizations involving a stock 
broker on the one hand and an underwriter or bond dealer 
on the other, reveals that in many cases the same staff 
are performing the same functions for both organizations, 
This is particularly true in the case of sales 
representatives. This close association between two 


separate entities may develop to the point that some day 
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such affiliated organizations may merge or consolidate 

to form one organization which would offer both under- 

writing and brokerage facilities to clients, 
ADMINISTRATION 

26, The Montreal Stock Exchange is administered by 

a Governing Committee, and the Canadian Stock Exchange by 

a Board of Management. Members of the Committee and 

Board are elected annually at the general meeting of the 

Exchange membership. To assist them, sub-committees 

are formed from the membership to supervise such function 

as listings, floor trading, public s41ahdaner building, 

ete. 

2% Consideration is being given to a proposal 

which would make all partners of member firms and all 

directors of member corporations eligible for election 

to office, hitherto largely restricted to members or 

seat-holders, thus increasing the number of potential 

candidates, The Exchanges are also considering the 

advisability of broadening the composition of their 

respective governing bodies to include two or three 

qualified representatives from the public at large. 

These enlarged governing bodies would be chiefly 

concerned with broad lines of policy, delegating 

administrative authority to a smaller executive 

committee appointed from within their membership which 

would work in liaison with the permanent executive 

officers. 

28, In earlier days, the elected members comprising 

the governing bodies were responsible for policy, 


executive decisions and administrative functions. With 
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the greater portion of the members present at the 
Exchange, there was little delegation of executive or 
administrative discretion, and the personal connotation 
was paramount in every phase of the operation. 

29. The functions of the Exchange in its role as an 
association have expanded greatly beyond the point where 
it may be effectively administered on a day-to-day basis 
by its elected officers - hence the requirement for an 
enlarged "permanent" or appointed staff, which even now 
may not be adequate, The Exchanges are staffed with a 
permanent organization. They have at their head a full- 
Gime President chosen from outside the Exchange member- 
Ship and he is presently seconded by two Vice-Presidents 
who are also non-brokers, In addition to working closely 
with the Governing Committee and the Board of Management , 
the President exercises direction over all aspects of the 
Exchanges, decides the role that they should be playing 
in the country's economy, directs the study of particular 
problems to be solved, takes the initiative in promoting 
Exchange development, and represents the Exchanges in 
their relations with the public, scien North American 

and European exchanges, public bodies, etc, There is 
therefore developing a continuity of direction and 
management which was not always possible with elected 
officers, 

30, The trend, then, has been from individual 
seat-holder and smail partnership, to large partnerships 
and member corporations, who now provide a wider range 
and variety of investment services, including security 


analysis and portfolio management, There has been a 
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consequent delegation of responsibilities by principals 
or owners to the permanent staff of the Exchanges to 
ensure that the principle of trust and confidence will be 
responsibly maintained, 

FUNCTIONS AND OPERATION 
3%. The main purpose of the Montreal and Canadian 
Stock Exchanges is to provide a market place where many 
buyers and sellers trade in securities through their 
brokers who act as agents, other functions and facilitie 
provided include supervision of trading activities, 
recording and publicizing transactions and quotations 
through various media of communications, and ensuring tha 
the required minimum standards of disclosure are complied 
with by companies whose shares are listed for trading on 
the Exchanges, 
Trading 
326 The quality of mobility attaching to share 
capital has demanded that securities be readily market ~- 
able at any time, The Montreal Exchanges are always 
ensuring to the greatest extent possible that the 
essential machinery for trading is functioning well, 
Their object is the assurance that transactions are 
executed under open eond@itions*ayid=in the light of the 
latest important information relative to prices of the 
securities listed, to ensure that a member broker is 
doing the best possible for his client, 
33. While markets in securities develop in a very 
practical way, marketability from one stock to another 
is difficult to predict even though the essential 


underlying theory is constant and valid. The Exchanges 
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are basically concerned only with providing and 
maintaining the essential features of the market, 

This requires a continuing review and assessment of the 
changes in price of transactions which ae continually 
taking place, 

34. The trading floor of each exchange is divided 
into a certain number of squares to which are allocated, 
in alphabetical order, the different stock issues listed, 
An issue can only be traded in the square to which it is 
allocated, Opposite each trading square is a board on 
which are marked the symbols of the stock issues traded 
in that square; e.g., 'A' - Abitibi, 'ALM' - Aluminum, 
During each market session, a board-marker chalks in the 
column headed by the symbol that particular stock's bid 
and asked prices, last sale price, together with other 
relevant information, The pamphlet entitled "The Tale 
the Big Board Telis", which has bee included in supple -~ 
mentary documentation forwarded to the Commission, 
illustrates and comments on a hypothetical section of 
the Montreal Stock Exchange board, 

BDd6 On each side of the trading floor, underneath 
the boards, are the telephone booths. Bach stock 
brokerage firm represented on the Exchange has a booth 
and a telephone clerk, Buy and sell orders from the 
firm's office are transmitted by tekphone to this 

clerk, who then transmits the orders to his firm's trade 
on the floor, When the buy or sell order has been 
executed, the telephone clerk transmits confirmation of 
same to his firm's office. He is also constantly 


relating such other information as quotations, price 
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trends, etc. to his office, Runners in the employ of the 
Exchange carry messages to and from the telephone clerks 
to the traders on the floor, Only traders and Exchange 
personnel are allowed on the floor during market hours, 
36. Daily trading sessions begin at 10:00 a.m, and 
end at 3:30 p.m. At the sound of the bell, announcing 
the opening of the market, auctions begin, prices being 
determined by the play of Supply and demand, The 
different issues are traded Simultaneously, and not in 
any particular order, Books in hand, the traders run 
from one square to the other, executing orders to buy 
or sell the various stocks listed on the board, 
STs Each transaction is recorded in a matter of 
seconds, the selling trader filling out a sales slip in 
triplicate showing the buyer's number, the number of 
shares sold, the stock symbol and the price per share, 
The slip is then initialed by the buyer, who retains a 
copy, while the third copy is sent by runner to the 
teletype operator, The operator transmits the details 
of the transaction over the ticker, and the receipt -is 
then sent to the statistical department and clearing 
house for recording purposes, The buying and selling 
traders turn over their copies of the receipt to their 
respective telephone clerks, who transmit confirmation 
to their offices. 
38. There are two types of orders which may be 
transmitted to the floor for execution: 
a) Market order - this represents instructions 

to buy or sell a security at the best 


price available and should be acted upon 
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@S soon as possible, 
b) Limit or Open order - this represents 

instructions to buy or sell a security 

at a stipulated price. This type of 

order will only be executed when the 

security either trades at the designated 

price or at a more advantageous price. 

This type of order may be valid for a 

day only, some other specific period 

of time, or until revoked, depending 

on instructions given. 
39. The minimum fractions recognized when bidding, 
offering, buying or selling listed securities are set 
forth in the by-laws and rulings of our two Exchanges, 
For convenience, the Exchanges have also adopted units 
of trading which are generally referred to as board 
lots. The sizes of these board lots are stipulated in 
the Exchanges! by-laws and rulings. Orders for less 
than the number of shares specified as board lots are 
known as off lot or broken lot units, Thus an investor 
may buy or sell any quantity of listed securities whether 
it be one or more shares, 
HO, A factor peculiar to the Montreal Exchanges 
is the number of issues which are interlisted in other 
major markets, principally those of Toronto, New York 
and London. There exists, therefore, a substantial 
volume of arbitrage’ business between the four centers, 
although most of it is conducted with Toronto and New 
York. The presence in New York of so many lists of 


Canadian corporations makes it essential that this 
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arbitrage continue, both in the interests of assuring 
equitable prices for clients, and of maintaining some 
control in the trading of domestic securities, A 
substantial proportion of daily business is accounted for 
by arbitrage, 

41, Coupled with this, and closely related to it, 
there has also developed a certain amount of professional 
or position-taking trading, particularly by members who 
are also members of the Toronto Stock Exchange. These 
may be positions taken in anticipation of an arbitrage 
transaction in another market, or merely in anticipation 
of a price change in the Montreal or any market, on that 
day or several days thence, 

He, Exhibit "A" of Appendix IX shows that 29.8 per 
cent of the transactions made during three days in June 
1962 were executed by members either for their own 
account or an arbitrage account, 

43, We have always been careful to assure that 
there should be no confusion as to the application of the 
rules governing agency transactions, which is that a 
broker must not act as both agent and principal at the 
same time, nor should there be the slightest abuse, on 
the one hand, therefore, we view the development of the 
professional trading account as a factor which 
contributes in great measure to marketability and in thi 
sense it is to be encouraged, On the other hand, it is 
@ practice which may be susceptible of variations 
detrimental to the interests of individual clients, and 
it has therefore been circumscribed to some extent by 


recent rulings which grant priority to the orders of 
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1 individual clients over those of professional accounts. 
2 Ad. The development of this type of trading 
3 appears to be a Canadian variation of a principle 
4 applicable to all stock exchange trading; in some form or 
5 another, the presence of professional traders, with very 
6 Short term gains as incentive, is required to assure 
7| continuous and constant marketability, In London, the 
8 jobber performs the function; in New York, it is the 
9 specialist. Both cases are testimony to the fact that 
10 ordinary shareholders of any given company who normally 
11 hold stock for long periods would not, by themselves, 
12 provide the closeness in price and the assurance of size 
13 in any given stock that is furnished by the professional 
14 trading element, 
15 AS, It is conceivable that other refinements will 
16 be added to this particular technique so that a more 
| 17 formal practice may emerge -- perhaps a specialist 


18 function --, although this is complicated by the inter- 


19 listings of many securities on ihe exchanges, 

20 46, The prevalence of institutional-type clients 
21 and the growth of mutual funds in recent years have 

22 provided a greater amount of buying and selling in size 


23 than hitherto existed. Some attempt had been made in 
24 earlier years to accommodate this type of transaction by 


25 permitting trades ‘off-the-board" under special 


26 conditions of size and commission and, in’ some instances, 
27 price, The underlying notion was that the ordinary | 
28 board-lot processes of the market were not adequate to 


29 effect these "wholesale" trades expeditiously. The 


J continual growth of trading in size, however, saw a demand 
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for more and more off-the-board transactions with some 
elements of competition as to price amongst brokers 
being introduced, The Montreal Exchanges executed 
revised rulings which had the effect of returning 
special-size transactions to the floor, and under 
well-defined conditions of size, price and commission. 
We believe that further studies and changes will be 
necessary to accommodate trading in size through the 
normal processes of floor-trading, perhaps introducing 

a larger trading unit of a "block lot" to complement the 
"poard=lot". 

NT, In addition, we are reviewing techniques now 
in use by other exchanges, notably those of the New York 
Stock Exchange, for both the acquisition and distribution 
of blocks of stock in size through the floor facilities 
of the Exchanges. 

48, From these aspects, we are constantly attempting 
to safeguard the preservation of the stock exchange as 
an effective and efficient instrument in the functioning 
of our capital markets, in the belief that an unlisted 
market can never be, in the whole, a complete market 
guaranteeing investors objective service, Because of 
this, we are committed to a policy of listing the 
greatest possible number of issues on both the Montreal 
and Canadian Stock Exchanges, with the latter providing 
more flexibility as to the size and quality of applicant 
companies. 

4g, Members of the Montreal Stock Exchange have an 
arrangement with the Boston and Philadelphia-Baltimore 


Stock Exchanges whereby members of each exchange have 
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1 direct access to trading activities on the other 

2 exchanges, There are thirty-seven Montreal Stock 

3 Exchange members who have taken advantage of the 

4 association with Boston and thirty-three who have 

5 associated with Philadelphia-Baltimore. In turn, there 
6 are forty-eight members of Boston and forty-nine members 
7 of Philadelphia-Baltimore who have associate membership 
8 with the Montreal Stock Exchange. 

9 5G; We are attempting to keep abreast of the 

10 latest developments in the field of communications and 
11 data processing with the view to reinforcing and 

12 improving the Exchanges! facilities. Included in the 

13 supplementary documentation which has been forwarded to 
14 the Commission, is a report entitled "Survey of evading’ 
15 Statistical and Clerical Routines" which was compiled by 
16 a firm of Management Consultants, Preliminary work has 
17 been carried out with a view to implementing various 

18 suggestions and recommendations of the report. 

19 Ciearing House 

20 or Members who have executed transactions on the 
21 floors of the Montreal and Canadian Stock Exchanges 

22 complete settlement through the facilities of the Exchange 


23 Clearing House. 


24 52% At periodic intervals throughout the day, the 
25 sales or floor tickets are delivered to the Clearing 

26 House from the trading floors. The transactions are 

27 recorded on separate punched cards, one for the buying 
28 member and one for the selling member, After the close 
29 of the market, the punched cards are sorted and the 


90 transactions are reproduced in alphabetical order by 
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security on Clearing House sheets for each member. 

With certain exceptions, the third day after a trans- 
action takes place is "Settlement Day". on the 
"Settlement Day", each member delivers to the Clearing 
House the securities he owes other members and in turn 
he receives the securities due to him by other members. 
He also either delivers or receives a cheque representin 
the net cash value of the transactions that he is 
elearing. 

55s Through the operation of this central Clearing 
House, the number of certificates and the amount of cash 
handled in the settlement of transactions is greatly 
reduced. 

54, The Exchanges have investigated the possibilit 
of further reducing the handling of cash and securities 
through the establishment of a central depositary. 

Some studies have been completed in this regard and a 
committee has been appointed to further consider the 
feasibility and problems of intzoducing such a depositar 
Indications are that it would be very desirable to have 
the chartered banks, trust companies and other stock 
exchanges in Canada supporting such a depositaty. 
Publishing Information ag 

5D. Assuring a continuous flow of information 
from a stock exchange is a very vital role and operation 


> 


of the Montreal and Canadian Stock Exchanges, The — 
knowledge of transactions and of the affairs of listed 
companies is an essential feature of exchange trading. 


It is of paramount importance to continue and maintain 


this dissemination of facts which will have much to do 
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with the investment decision of brokers' clients. 
56. We speak of two kinds of information: 
(1) that information concerning the transactions 
of the day on the floor of the Exchange 
which is publicized simultaneously and 
continuously throughout the day. This 
information is summarized and expressed. 
in terms of index movements, volumes, and 
price changes, and is disseminated by 
ticker, radio and television broadcasts, 
daily newspapers, and official Exchange 
"Daily Sheets"; 
(2) that information concerning the affairs 
of listed companies which may affect in 
any way the value and price of a stock’, 
This information includes notices of 
dividends payable or omitted, stock 
subdivisions, offers to purchase, 
notices of consolidation or merger, 
and offerings of right to purchase 
additional shares, all of which must 
be immediately disclosed by companies 
with listed securities. 
54a As might be expected, the Montreal Exchanges 
are continually looking at ways and means of improving 
this service of continuous and accurate information. A 
fast and reliable quotation service, and a wider and more 
efficient circulation of current daily information wiil 
be achieved purely by the use of more advanced mechanica 


and electronic equipment and, as mentioned earlier, 
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1| detailed studies have been made from which it appears 

2| likely that improvement in these areas is limited only 

3 by capital cost. But recognition of this need, however, 
4 is not new -- for years the Printing Company owned by the 
5] Montreal Stock Exchange has been issuing, within one 

6/ hour of the market's close, Daily Sheets containing an 

7| official record of transactions, closing quotations, 

8| and notices. 

9} «458. Obtaining additional information other than 

10| that already supplied from companies with listed securities 
11 is @ more complex problem. The most basic items of 

12| disclosure have for some time been covered by our listing 
13 agreements, but it is widely known that the issuance of 
14/ financial reports more than once annually is a needed 

15 improvement, Other areas also require attention; many 

16 Ganadian companies do not disclose the dollar value of 

17 their sales nor, as a further example,-are there any 

18 rules for the protection of minority shareholders in 

19 take-over bids. 
20} 59. Possibly the stock exchanges of the country 

21 could, in concert, introduce additional requirements for 
22 listed companies in the field of disclosure, But we have 
23 serious misgivings that such amendments would prove 

24 acceptable to Canadian corporations without some legal 
25 suasion. 
26 60, Much has been accomplished by the Toronto Stoc 
27 Exchange in requiring greater disclosure by mining 
28 companies, through the instrument of the filing statement, 
29 and these requirements have been adopted in large measur 


uit by the Canadian Stock Exchange, even though in Quebec 
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there is no automatic exemption from registration under 
the Securities Act for listed companies as there is in 
Ontario, 

ne We believe that the most critical examination 
is required of the various federal and provincial 
companies statutes with the view to developing greater 
disclosure, Although our securities acts covering public 
issues are not perfect, yet, on the whole, they do 
provide for adequate disclosure to accompany the initial 
or primary issue of a security but, thereafter, in 
requiring disclosve of public companies on a continuing 
basis, the requirements of our companies! statutes are 
entirely inadequate, 

62, So far , the Montreal Exchanges left to their 
own resources, have developed standards and requirements 
for lising that are more stringent in most cases than 
those required by law, The over-riding consideration 

is to continue to preserve in the fullest sense possible 
the principle of public knowledge or disclosure, realiz- 
ing that without it proper investment decisions cannot 
be made and, without enlightened buying and selling, the 
element of marketability must be jeopardized. 


Summary of Listing Requirements and 
Obligations of Listed Companies 


63. The Commission has been provided with several 
copies of listing application forms and completed 
applications for listing on both the Montreal and 
Canadian Stock Exchanges, together with some gh wioels 
copies of filing statements which have been submitted to 


the Canadian Stock Exchange by mining, oil and natural 
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1/ gas prospect companies, Copies of the by-laws of the 

2| Montreal Stock Exchange and Rules and Regulations of the 
3] Canadian Stock Exchange in this regard have also been 

4 provided, 

5 64. The decision to accept a stock issue of an 

6 industrial company for listing on the Montreal Stock 

7| Exchange or Canadian Stock Exchange; i.e., not a mining, 
8 oil or natural gas prospect, rests respectively with the 
9 Governing Committee of the Montreal Stock Exchange or the 
10 Board of Management of the Canadian Stock Exchange. The 
11 Committee or Board acts on the recommendation of a sub- 
12 committee in charge of listings, which has previously 

13 enquired into the financial and corporate status of the 
14 company and its management. 

15 65. Regarding applications to list on the Montreal 
16 Stock Exchange, the sub-committee ascertains that at 

17 least an adequate percentage of the issued capital is in 
18 the hands of the public. This figure, which is not 

19 immutable, is set at 25 per cent. A minimum of approx- 
20 imately 300 shareholders is also required, holding a 

21 minimum of one board lot or more, In the case of small 
22 preferred share issues a minimum of approximately 160 

23 shareholders may be accepted, The Montreal Stock Exchange 
24 constitutes a purely secondary market for industrial 

25 securities, that is, that its facilities may not be used 
26 for primary distribution. 
27 66. The company applying for listing must supply 
28 inter alia full details as to its charter, capital 

29 structure, board of directors, management, nature of 


a. activities, the shareholders, and an earnings record for 
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the five preceding years together with an up-to-date 
audited balance sheet and a profit and loss statement, 
The company must also agree to publish a balance sheet 
and a profit and loss statement for each fiscal year and 
file same with stockholders and with the Exchange at 
least 10 days before its annual meeting, to advise its 
shareholders and the Stock Exchange of any declared 
dividends or capital changes, and to supply all inform- 
ation of a reasonable nature materially affecting its 
position as required by the Exchange. The Exchange 
reserves the right to suspend or delist any stock at any 
time and without prior notice, 

67. Preferred and common stocks traded on the 
Montreal Stock Exchange are issued in registered form an 
current policy dictates that only registered share 
certificates constitute good delivery. To prevent 
imitation and forgery, the Exchange insists that the 
certificates be steel engraved, A company listing on 
the Montreal Stock Exchange wili, in normal circumstances, 
be required to appoint a transfer agent and register in 
Montreal whose choice is subject to approval by the 
Exchange. Normally, trust companies fulfill the role o 
transfer agent but occasionally the company itself acts 
in this capacity. The company must, however, have an 
independent registrar, The registrar executes an 
agreement undertaking to see that the number of shares 
in circulation is not more than the number of shares 
authorized for issuance and listed on the Exchange and 
that no errors, omissions, or other irregularities occur 


with respect to the transfer or registration of shares, 
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Except for the provincial transfer tax paid by the seller 
of stock, the transfer of shares is done free of charge, 
The company assumes the obligation to pay the fees of 
transfer agents and registrars, 

68; While roughly the same as those of the Montreal 
Stock Exchange, the eonditions for listing on the Canadia 
Stock Exchange are less onerous. For example, share 
certificates may be either fully engraved, lithographed 
or printed on an engraved or lithographed bordered form 
acceptable to the Exchange, The applicant company need 
not maintain transfer and registry facilities in Montreall: 
hoever, this is recommended to expedite transfers, The 
appointment of such agencies must be acceptable to the 
Exchange, 

69. With respect to listing requirements for 
industrial applications, approximateiy 20 per cent-— 

25 per cent of the issued share capital must be in the 
hands of the public, with a minimum of 100 shareholders 
holding one board lot or more. Cognizance is also taken 
of the age of the company, the management, type of 
business conducted, and the past and projected rate of 
expansion, Such considerations obviously determine the 
character of the company's earnings record, however, 
generally a satisfactory record for approximately three 
years indicating a stable or expanding operation is 
looked for, Certain minimum net working capital limits 
are enforced, These vary with the type of business and 
the stage of development attained. 

79. Mining, oil and natural gas companies must 


furnish evidence of public distribution of a minimum of 
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1 25 per. cent exclusive of officers, directors, or 

2 promoters, and not less than approximately 150 share- 

3 holders holding one board lot or more, These distributio 
4 requirements are designed to ensure that the stock once 

5 listed will have an adequate public market and that the 

6 maximum degree of stability in the market will be 

7 achieved, 

8 TA. The speculative nature of these companies 

9 obliges the Exchange to insist on the quality of the 

10 company's management, Generally speaking, to qualify 

11 for listing the company must be adequately financed to 

12 satisfy; at a-minimum, a11 its current liabilities and 

13 have available sufficient funds to meet projected devei- 
14 opment costs as certified by the report of an independent 
15 mining engineer or petroleum geologist on its properties 
16 or leases, 

17 72. In application to list on the Canadian Stock 

18 Exchange the company must also supply inter alia copies 
19 of the charter, or letters patent, supplementary letters 
20 patent, the most recent prospectus and annual report up- 
21 to-date audited financial statements, underwriting or 

22 option agreements, shareholders list and, where applicabl ; 
23 full details of properties or leases, Following initial 
24 listing, additional shares may be added to the lists of 
25 the Exchanges on filing of the necessary opinion of 

26 counsel in this connection, letter of application, 

27| ‘together with completion of Form No. 8 in the case of 

28 Montreal Stock Exchange listings, and payment of the 

bo necessary fee, 
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1 Canadian Stock Exchange may permit primary distribution 
2 of the stocks of listed companies, Underwriting and 

3 option agreements to effect primary distribution by 

4 mining, oil and natural gas companies on the Canadian 

5 Stock Exchange are subject to certain conditions which 

6 are detailed in the accompanying pamphlet. As stated 

7 therein, no option may be granted without an underwriting, 
8 The one exception permitted is the category of employee 
9 options. In this case, such options will be accepted 
10 if (a) the employee is full-time and remunerated as such, 
11 (b) the option is exercisable only during terms of 

12 employment or on death by his executors over a limited 
13 period, (c) the option is of 10 years maximum duration, 
14 (d) non-assignable, (e) the price at the granting of the 
15 option must be within the same discounts from the market 
16 as are detailed in Item 6 of the accompanying pamphlet 
17 on Underwriting and Option Agreements, (f) the shares 

18 reserved for such option shall not exceed 5 per cent of 
19 the outstanding capital. Sharenolders approval may be 
20 requested if one or more of these conditions are not 

21 complied with, 

22 74. All material changes in a listed company's 

23 affairs must be reported to the Exchanges under the term 
24 of the accompanying Listing Agreement forms, Material 
25 changes in the affairs of mining, oil and natural gas 

26 companies are reported by way of the attached Filing 
27 Statement and Amending Filing Statement forms, together 
28 with supporting documentation, 

29 75. As at June 30, 1962 there were 760 issues list 


3 ed on the Montreal and Canadian Stock Exchanges, 
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PART IT 
MEMBERS' OPERATIONS 
76. All brokerage houses which hold membership in 


the Montreal or Canadian Stock Exchanges have the follow- 


ing basic organization: 


MANAGEMENT 
AUTHORIZED FLOOR ORDER BOOKKEEPING & 
REPRESENTATIVES TRADER DESK ADMINISTRATION 
TT © Some houses also have one or more of the 


following departments: 

Research 

Underwriting 

Investment planning or Porfolio Management 

Mutual Funds 
Tes Appendix I serves to illustrate to some degree 
the size and extent of operations of member firms which 
come under the direct supervision and audit control of the 
Montreal and Canadian Stock Exchanges. 
Manage ment 
79. Shareholders or partners in a member firm with 
a few special exceptions are required to be actively 
engaged in the brokerage business and spend the greater 
part of their working time at this occupation, Therefore, 
management is usually comprised of shareholders or 
directors, This, together with stringent capital require- 
ments, tends to limit the vocation to those who have 
private means and are prepared to make the brokerage 
business their careers, There are cases where a share- 
holder has financed the purchase of shares in a member 


corporation by bank borrowing but the pledged shares in 
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1} the member corporation cannot be disposed of by the bank 

2|| involved without the prior approval of the Montreal or 

3|| Canadian Stock Exchanges, The approval would only be 

4|| given if the person to whom the shares were to be trans- 

5] ferred was acceptable not only to the shareholders of the 
6] member corporation but to the Exchanges. Such a person 

7] must also become a full-time officer or employee of the 

8] member corporation. 

9] 30, The capital required by a member firm is 


10| dictated by the following factors? 


11 (1) The cost of stock exchange seats, furniture 

12 and equipment, etc, necessary for the 

13 operation of the business, plus a minimum 

14 working capital of $25,000 in the case of 

15 a member firm and $50,000 for a member 

16 corporation; | 

17 (2) the size of the firm's investment inventory; 

18 (3) the volume of business, 

19} 81. The exchanges have formal regulations concerning 


20) capital requirements which are designed to ensure that the 
21|| member firms maintain a sufficient degree of liquidity 

22|| in their operations for the protection of the public havin 
23|| regard to the risks inherent in the brokerage business, 

24| These regulations, among other things, require that the 

25|| capital provided by the shareholders and partners should 
26|| be at least sufficient to cover the full cost of the seats 
27|| equipment, ete,, the\amount necessary to provide the 

28; usual "margin" on the investment inventory and, in 

29| addition, an arbitrary amount based generally on the 


30 || volume of business being done as additional assurance of 


All 
>, 
. 
) 
7 
2 
| 


ae. ed yino bisow [svotqqs eaAT -26gnetone Hooda asibaasd 
| -ansad ed ot ere “aeusra eit monw oF aoeteq ond. tenevis | 
| ca to exsblode rsa edd ot yino tom eidsiqeoss eaw berxet le 
moaxsq B& Noe ,segrsdoxadsds oF dud solistogros sedmem r 
edt to ssyolqme Yo tsaltlo emtv-LIfvyi s emooed osle tem |v 
fold Stogtos nedusm 18 

al mitt tedwen 8 yd bewiwper Lsdigqso, edT 08 je 
Tatotest gniwollot edt yd bedatorb Tor 
etviiotwi .adsee egrsdoxe Noode Yo daoe sAT (1) 

ois toi yYseseeoen .ove .Joemqtupe, bas 


muninta 8 awlg ,apentaud edd to aoltszeqo 


to 9880 9nd at 000.284 to [sd tgao antatow 


redmem & tot 000,0c2 bas axtt xedmem s 


' ¢MoLTSsreg te 


‘Viotneval Jnsmtesevnt e'matt edd to sste edd .(S) 


-2eenteud to emuloy edd (&). 


gqtntsonos anolisliugsi lasvot eved seynsdoxe sfT > > o«tS je 
| 3 ©; | 


edd Jedd otveco of bengteeb sas rotdw etaemettuper Istiqss 9! 


YILbEnpLi to sengsd inaier tine & nistaism emxtt sredmem | 


gukvsd olfduq end to motdoeterg edd yot enotisteqo thedd at jeg 


_ -keSaleud egenesiord odd at tnexedat adety od ot bisged We 


Sid Yedd ovlupet ,agatdd redo gaoms .agolisiuge x easdT Ia 


bivodée atentisq bas exreblodersda sii ¥d bebivotq Lstiqse | 


j2tsea ad? to taoo Lint ond tevoo of tastottive dasel 3s od if 


edd ebivo1q of yrsegsnen Javoms’ adi e039 ,tremgqtyps | 


at ,ba8 YYoUnevet tgemtasvat edd mo “natgrsm" Lever 


oli mo Ylisisaeg beesd Javoms yysitidis as ,qotttpbs 


Nethercut & Young A é ho 


Terente, Ontario 

liquidity for the protection of the public. The exchanges|! 
financial questionnaire which has been forwarded to the 
Commission, shows complete details of the method used to 
determine a member's capital position and the amount of 
capital required, 

82, The balance of the funds required to finance 
business operations is usually obtained through bank 
borrowings secured by the loan value of clients! and 
firms' securities. In addition to banking wvakatasannd® 
a source of funds available to many brokers is customers' 
free credit balances, These are balances left with the 
brokers by the public in anticipation of the execution of 
open buying orders or pending what the customers consider 
to be the appropriate time to enter the market, Customers 
are usually paid interest for the use of these funds. 
Individually these balances change from day-to-day but in 
bulk can be a substantial amount at any time. Brokers 

may also obtain funds from commercial firms having an 
excess of cash, This is sometimes referred to as 

"“sountry banking". 

Authorized Representatives 

83. The salesmen of a member broker are normally 
referred to as "authorized representatives". The by-laws 
and rulings of the Exchanges prescribe certain minimum 
standards which apply to all authorized representatives, 
84. The standards for approving the soliciting 
representatives of members have always been the subject 

of some concern, Only in recent yéars have serious 
attempts been made to up-grade the quality of a 


representative, Again, in the context of trust and 
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individual responsibility, large discretion was permitted 
the member in assessing the abilities and integrity of an 
authorized representative, His recommendation was 
usually sufficient for approval, 
85. It became obvious, however, that more uniform 
norms of approval and higher entrance qualifications were 
needed, stimulated by the occasional discovery of the 
complete lack, in some cases, of investment knowledge, 
in others of questionable practices, Written and oral 
examinations were implemented, and more detailed and 
comprehensive application procedures devised, Copies 
of application forms together with samples of written 
examination questions have been sent to the Commission, 
To-day, the Exchanges are in the process of forming a 
training and educational course for potential represent- 
atives and other members' personnel; a course which will 
be designed to acquaint them with matters of investment 
and finance, and a detailed knowledge of stock exchange 
procedures and operations, and ot the ethics of the 
profession. 
86, It has been the general experience of the 
Exchanges that their members have not been able to attract 
a large number of college graduates into the industry, 
particularly into the area of selling. We think that 
this may have something to do with the usual basis of 
remuneration, earnings in direct proportion to production, 
which will invariably mean lean first years for the 
beginner, Positions in other industries with higher rate 
4, 
of starting salary prove niore Wetractive: There is 
Hi 


evidence, however, of a large’ proportion of newcomers 
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Co the field with better educational qualifications than 
heretofore, although this may be in direct proportion 

to the greater incidents of college graduates today, 

Other Employees 

87. The control of the "back office" expenses is a 
continuous battle in the brokerage offices as the business 
is subject to such pronounced fluctuations. When there is 
low activity in the exchanges it is necessary to cut staff 
to a minimum and only retain persons who are key employees 
and around whom a new staff may be built up when trading 
activity inereases, This does not make for the best type 
of organization since an increase in activity creates a 
demand for employees who are familiar with the brokerage 
business at a time when they are in short supply. The 
strictly mechanical and clerical nature of the bookkeepin 
and day-to-day administrative activities is not attractive 
to prospective employees. However, the increased use 

of punched card and data processing equipment will 
definitely stabilize this area of concern, 

Commissions 

88. As remuneration for his services, a member 
broker receives an agent's commission. Our present scale 
is the result of many years of experience, but the reason 
for its present structure is not clear, other than that 

it has been considered to include rates which are 
equitable for clients and adequate to compensate members 
for their services. There has been one major change — 

in rates of commission in the last twenty years, This 
was in 1950 when the rates were increased approximately 


twenty per cent. There have been a few other minor 
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revisions to provide the same schedule of rates for both 
industrial and mining categories and to improve the 
gradation in the commission prices per share, 

89. Some members are of the opinion that the 
commission schedule as presently constituted is insuff- 
icient to offset adequately the charges stemming from 
services which members must provide, for example, dividend 
collections and safe-keeping. Others are flatly opposed 
to extra charges and, while extensive study has been made, 
there has been no move to implement service charges, 
Recently, it was agreed that studies be continued with a 
view to adopting a percentage basis for Commissions along 
the lines employed by the New York Stock Exchange. 

90, Appendix II shows a comparison of the Montreal 
and New York commission rates on a per share basis. It 
is to be noted that New York has a sliding scale for 
transactions involving less than 100 shares and that the 
percentage basis has been converted to a per share basis 
for comparison purposes. 

91. Commissions constitute the revenues of the 
brokerage community and we believe that the minimum must 
be strictly observed in dealings with clients, There is 
no evidence that today's commissions are inadequate, 
Costs have increased but so has volume of business. From 
another point of view there is no evidence that clients 
find commissions excessive, nor that the present scale 

in any way inhibits ‘the purchase of common stock, 

Cash Versus Margin Accounts 

92. The investor purchasing securities through a 


member firm may pay for them in full. This type of an 
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account is generally referred to as a cash account. On 
the other hand, an investor may buy securities and pay 
only part of the purchase consideration to the member, 
This is generally referred to as a margin account, In 
the latter case the member firm advances the remainder of 
the cost to the investor; in other words the client is 
granted credit for part of the purchase value. The rate 
of interest charged by members on the unpaid balance is 
fixed by the Exchanges, usually one per cent higher than 
the prime commercial rate charged by the Chartered Banks, 
93~ The Montreal and Canadian Stock Exchanges 
regulate the amount of credit which a member may extend 
to customers on the purchase of securities, both listed 
and unlisted, The Toronto Stock Exchange has similar 
requirements, Appendix III sets forth the margin 


requirements of the Montreal and Canadian Spock Exchanges. 


Q4 In the United States it is the Board of Governons 


of the Federal Reserve System which regulates such credit, 
The main difference between the granting of margin is tha 
the percentage of margin required by our exchanges must 

be maintained at all times by the customer whereas in the 
United States once the initial percentage required has 
been paid by the client, this does not have to be re- 
inforced with further funds should there be a drop in the 
market value of the securities purchased. The percentag 
of initial margin required in the United States is 
presently similar to our requirements (with certain minor 
exceptions, 50 per cent of market value for listed stocks’ 


however, it has fluctuated in a range from 50 per cent - 
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90 per cent in recent years, There has been no basic 
change in our percentage requirements since 1946, 
95. Members grant credit to customers in accordance 
with our margin requirements more for accommodation 
reasons than with a view to pecuniary gain. The spread 
of one per cent between the cost of borrowings and that 
earned from clients hardly suffices to cover the additional 
overhead expenses created by margin accounts. 
96. There are two methods of reducing the amount of 
credit granted investors on the purchase of securities: 
(a). Inerease in margin requirements -- this 

would increase the proportion of the 

purchase volume of securities to be 

paid by a customer; 

(bo) inerease the Bank of Ganada rediscount 

rate which in turn would be reflected 

in the Chartered Banks! prime commercial 

rate upon which the exchanges base their. 

rate charged customers on unpaid balances, 
97 « It is the view of our Exchanges that little 
would be accomplished by allowing the Bank of Canada to 
regulate this credit granted by members to clients 
through direct control over margin requirements, Balance 
in customers! margin accounts carried by our members 
represent an extremely small figure when related to total 
consumer credit in Canada, 

CONTROL ‘AND SUPERVISION OF MEMBERS 

98, There are three mediums employed by the exchanges 
to ensure that members, member firms and member corporat- 


jons conform with the many and varied requirements 
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designed to prevent questionable practices, provide 
financial responsibility and ensure good conduct in the 
general handling of day-to-day activities. 

The Consulting Auditor 

99. The same Consulting Auditor is retained by both 
Exchanges. His function is to advise the exchanges on 
matters pertaining to the financial position of all 
members. 

100. Bach member firm or corporation must retain the 
services of a "brokers' auditor" who must be selected fro 
a gah6iMappeévea by the exchanges. The Quebec Securitie 
Act provides that a "brokers! auditor" must have practice 
public accounting in the Province of Quebec for’ at least 
five years. The"brokers' auditor” is required to examine 
the accounts of a member and report in a prescribed 
manner to the Consulting Auditor. 

Tur. The Commission has been provided with copies 

of the instructions to brokers! auditors together with 
copies of printed forms Qla, Q2, Q3 and Q4. Brokers' 
auditors complete and forward these forms and supplementary 
information to the Consulting Auditor who reviews them 
with particular reference to the members! liquid position 
and makes recommendations to the Governing Committee or 
Board of Management for action when necessary. 

102, A number of our members are primarily 
responsible to either the Toronto, New York or American 
Stock Exchanges for ‘financial reporting purposes. The 
financial requirements and enforcement activities of 
these exchanges are recognized and generally accepted by 


the Montreal and Canadian Stock Exchanges and in order to 
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avoid duplication of report preparation, the data 

submitted to the other exchanges is accepted by the 

Consulting Auditor, 

Exchange Examiner 

103, The Exchange Examiner is part of the administ- 

rative staff of the Montreal and Canadian Stock Exchanges. 

On a surprise basis, and at least twice a year, the 

Exchange Examiner requests each member firm or member 

corporation to complete and submit financial statements, 

These statements are prepared by the members! staff and 

a specimen of the general instructions and statements 

required have been sent to the Commission. 

104, The Exchange Examiner and his staff, who are 

a1l1 chartered accountants, make periodic visits to each 

member's office to ensure the accuracy of the preparation 

of statements submitted and to satisfy themselves that 

the by-laws, rulings and regulations are being complied 

with during day-to-day activities, 

Floor Committee 

105. Each exchange has a floor committee composed 

of several of the more experienced floor traders, It is 

the responsibility of the members of these committees 

(at least one of whom is always in attendance) to enforce 

all by-laws, rulings and regulations with respect to 

executing transactions on their respective floors. 
FINANCIAL SUMMARY 

106, The financial reports of Pain members have been 

analyzed to produce the summaries appearing as Appendix 

IV. The extent to which these may be relied upon is 


representative of the aggregate financial position of our 
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members and is discussed in the Preface to the Appendix. 
OUTLOOK 
107. The stock exchange, as an institution, and the 
stock broker, in our opinion, constitute a vital componen 
in the country's capital markets. In reviewing its early 
beginnings it was noted that its members performed the 
function of raising funds for early Canadian venture and 
in providing after-markets for the securities issued. 
108. Its subsequent growth has been predicated on a 
continuance of that function although the role of the 
member brokers has changed somewhat with the advent of th 
investment dealer, In a sense the member broker is mostl 
concerned today with secondary markets rather than 
primary issues from company treasuries and in this 
capacity he is most easily recognized. Trading on the 
Montreal Stock Exchange is always of a secondary nature, 
that is, from one investor to another, not from under- 
writer to investor, and a member of the Montreal Stock 
Exchange serves this role. In so doing, fe and the 
marketplace which he supports and uses are providing 
liquidity for that portion of the country's capital 
wealth which exists in the form of common and preferred 
stock, Together they are performing a valuable service 
not only for client-investors, but for the country's 
corporations and their shareholders, and in turn, for 
the economy as a whole, The whole pattern and structure 
of prices and yields" for non-debt securities is based on 
the orderly wdnats towe stock exchange transactions, thus 
being related intrinsically to the investment policies 


and decisions of individual Canadians and of fiduciary 
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1| managers of funds. 

2/109. We foresee an expanded role for the stock 

3] exchanges as an institution. Now public in nature, it has 
4] the responsibility not only of providing these essential 

5| market facilities, but of maintaining and preserving them. 
6) This calls for expanded participation by Canadians in the 
7| ownership of the nation's wealth through common stock -- 

8] this very philosophy accounts for the relatively new and 

9] intensive measures adopted by the Montreal Stock Exchange 
10 to encourage such a movement, To this end, Exchange 

11] spokesmen, particularly its president, have talked to many 
12| groups throughout the country, and particularly in the 

13) Province of Quebec, attempting to contribute towards a 

14| better understanding of the economic and investment problens 
15|| which we face, All Exchange publications have been tuned 
16|| to this policy, and we have assumed the expenses of 

17|| administering the Canadian Association of Investment Clubs. 
18|| We have also introduced a Monthly Payment Plan formulated 
19|| to provide the small and novice investor with an easy 
20|| introduction to the purchase of common stock. 
21, 110. Since our members have traditionally served the 
22|| capital needs of the Province of Quebec, the Montreal 

23|| Exchanges have maintained a particular interest in the 

24| latterly-renewed promise of industrial and economic 
25|| development in the Province. We have publicly declared 
26| our intention to support fully the Province's economic 
27|| aims; our members have no difficulty in identifying their 
28 || welfare and that of the Exchanges!’ with that of the 

29| province. More particularly, the listing facilities of th 


| Canadian Stock Exchange have been, and will continue to be 
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available for new growth companies; particularly "junior 
industrials", an increasing number of which have been 
added in the last two years, 

tHe BS In some respects, the Canadian Stock Exchange 
represents greater potential growth, In recent years, 
its list of mining companies has expanded considerably, 
many of which represent exploration and development in 
Quebec itself, Without doubt, mining activity will 
continue and we fully expect an increasing share of 
listings, although sponsorship may not always be within 
the Province, The issue of natural resources companies 
are, by their very nature, highly speculative, Neverthe- 
less, it is the conviction of the Canadian Stock Exchange 
that, if public ownership is involved, then an application 
for listing should be seriously considered, provided that 
the company can meet well-defined standards of working 
capital, geological and development work, and public 
share distribution. 

£22; With such issues, primary distribution does 
take place through the facilities of the Canadian Stock 
Exchange. However, we do not view this practice as 
basically unsound, provided that underwritings and other 
treasury issues are accompanied by sufficient disclosure, 
the techniques of which are continually being revised 

and refined particularly through the filing statement, 
which is first submitted and reviewed, and if accepted, 
printed and distributed. In most cases mining exploration 
companies are unable to afford the more expensive methods 


of widespread public sale, and distribution through the 


Exchange is less costly. 
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ii 113. There has been and will be abuse in this field, 
2) but the major problems will be obviated by a rigid 

3|| adherence to the principle of full disclosure. In Quebec, 
4] there is the additional safeguard of registration with the 
5] Quebec Securities Commission for all new treasury issues, 
6] without exemption for listed eeuet coal 

7) 114. One may distinguish the atovk exchange performin 
8| the functions already described in three different 

9] capacities: 


10 (1) as a self-sustaining business endeavor, 


11 whose primary end is to provide the 

12 physical marketplace and its effective 
13 management ; 

14 (2) as an association of member-brokers, 

15 with ends of mutual assistance and co- 
16 operation, but with duties and 

17 responsibilities for disciplining and 
18 self-regulation; 

19 (3) as a public institution of finance and 
20 an auxiliary to the capital market with 
Pal public obligations, responsibilities 

23 and trust, and regulated as well as 

23 regulating, providing a service both 

24 to corporations and to investors, 

a5) 115. In the first capacity, the Exchanges must be 


26|| self-sustaining, deriving the larger portion of their 
27|| revenues from assessments payable by the members, and to 
28 || @ lesser extent, from fees payable by the listed " 


29|| companies. The Montreal and Canadian Exchanges have for 


0|| some years reserved amounts of capital to provide for 
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expansion, with the result that funds available to proceed 
with the new program of relocation and modernization, In 
this respect, the Exchanges differ little basically from 
any commercial or industrial enterprise in making certain 
that the market functions properly, that a trained staff 
is available, and that physical equipment is in good order 
116. In its capacity as an effective association of 
members, the Exchanges provide ancillary facilities for 
their members, which are intended to assist brokers in 
providing better service for their clients, These service 
are particularly in the area of statistical data and 
records, involving regular daily, weekly, monthly and 
annual compilations and computations which are distributed 
through official Exchange pubitéaciénes 

ats Cost consciousness on the part of members, 
combined with a new appreciation for proven electronics 
advances have resulted in additional aids in the clearing 
and delivery of securities, The Exchanges have done 
extensive research in this section, particularily on 
facilities of "central deposit", a complex and difficult 
development, but one which implies outstanding improvement 
in the handling and delivery of securities. 

118, The Montreal Exchange, has, in recent years, 
effected a direct communications link with the Boston Stoc 
Exchange and the Philadelphia-Baltimore Exchange, This 
was a direct result of an effort towards enabling members 
to trade in securities of United States corporations on 
more favourable commission terms, since it recognized a 
growing interest by the Canadian investing public in these 


securities, 
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In the final capacity, a steady awareness of 
and regard for the investing public is essential and in 
this connotation, the Exchanges are both regulated and 
regulating, As an institution, the Exchanges have 
decided legal responsibilities under the Quebec Securities 
Act, and their members, of course, are subject to general 
and particular regulation governing their conduct and 
department in dealings. The Exchange is also a regulatory 
body for its members, enforcing effectively its rules in 
the interests of fast and equitable treatment for the 
investor, 
£20. The Exchanges maintain a strong measure of 
cooperation with the provincial securities agencies, 
particularly the Quebec seeebixtes Commission where 
liaison is close and constructive, especially in matters 
pertaining to listed companies. Good relations are also 
maintained with the Ontario Securities Commission, 
particularly in the field of mining issues, and while they 
are unofficial, these relations are nonetheless effective, 
The Canadian Stock Exchange from time to time has 
occasion to confer informally with the Ontario Broker- 
Dealers Association and the Securities Commissions of all 
the Provinces, 
121 There is cooperation with the Investment 
Dealers! Association in some ways, although it is not 
extensive since the aims and ends of that Association are 
concerned primarily with financing loans and acting in the 
capacity of an underwriting and distributing organization. 
On occasion, matters of mutual concern have been jointly 


discussed, but there is no regular communication, 
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1] 122, In other areas, relations as an institution with 


2) other bodies are limited although the Exchanges maintain 
3) unofficial and friendly contacts with many civic, trade, 
4|| and professional bodies in the common cause of improving 
5] the investment atmosphere in the country. 

6] 123. In summary we seek, in delicate baidnes, to 

7 assure investor safety and confidence while at the same 
8| time we attempt to promote mass investment by Canadians, 
Q| with the conviction that in a larger context chene is 

10} greater need at the present time for positive inducement 
11] and incentive to invest than there is for restrictive 

12|| and prohibitory regulation. 
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PART III 
THE DEMAND FOR EQUITIES 


A, The Market 


A-1 General 


124, It is of paramount importance to. determine the 
identity of the sectorof the Canadian public that either 
owns or has the propensity to acquire securities issued by 


Canadian corporations. Knowledge of the relative 


importanceof each investing segment is prerequisite to 


the formulation of policies to encourage greater Canadian 
participation in this country's economy. It is equally 
desirable to establish a basis of comparison with the 
United States market so that the validity of utilizing 

the results of various extensive surveys conducted in 

that country might be determined in the Canadian context, 
With these objectives in mind, and for the purposes of 
this submission, the Montreal Stoek Exchange has conducted 
three surveys. 

125% The first study recorded the use of the Exchangels 
facilities by its members during selected trading days in 
the month of June 1962. The resultant statistics embodie 
in Appendix IX were specifically derived in a form 
convenient for comparison with the results of a similar 
study conducted by the Department of Researen and 
Statistics of the New York Stock Exchange on the 13th of 
September 1961. A summary of the results of the latter 
study forms Appendix\X to this submission, 

126, The statistics appearing in the Ss dake clot 
analysis of our market result from a survey of selected 


companies listed on the Montreal and Canadian Stock 
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1| Exchanges, The basic objective motivating this survey 

2] was that of developing an index to be used as a geographic 
3] analysis of shareholdings in order to study trends after 

4] a series of surveys have been completed, In addition, 
5] comparison with the national figures produced for various 
6] industries by the Dominion Bureau of Statisties will 

7| underscore regional variations in shareownership. The 

8] representative sample replying were requested to advise 

9] as to their shareholder composition on the 31st day of 

10| December 1961, or the most recent closing of their 

11 respective stock registers, The results of this survey 
12] are consolidated in Appendix Vv. 

13|| 127. Finally 211 subsidiaries of foreign corporations 
14] and all companies believed to be controlled by non- 

15|| residents, listed on our Exchanges were asked to provide 
16|| information with respect to the ownership transition 

17|| through which shares offered to the Canadian public have 
18] passed since the date of the initial distribution thereof, 
19|| There is a paucity of information concerning the re-sale 
20|| tendancy of Canadians under these circumstances, and the 
21|| results of our survey are discussed in the sections of thi 
22|| submission relating to the supply of equities. 

23) 128. Regrettably, the three aforesaid surveys 

24|| undertaken by our Exchange are pioneer studies and, as a 
25|| consequence, an historical comparison is not possible on 
26|| 2 consistent statistical basis. The trend analyses 
27|| undertaken in this submission, of necessity, were 
28 || developed through analogy with detailed and extensive 

29| studies prepared by private United States organizations 


30 | and the more general published reports of the Dominion 
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Bureau of Statistics, Statistical error of indeterminate 
size will therefore result. In spite of growing concern 
over the substantial foreign investment in Canada's basic 
industries, there has been remarkably little done in the 
area of empirical study to ascertain the ability or 
capacity of Canadians to invest in equities or to provide 
development debt financing. The deficiency of statistics 
impeding researchers who seek to resolve these problems 
leads to the conclusion that prevailing "expert" opinions 
are the product of intuition rather than the results of 
reasoned analysis. 

129. Finally, the restricted scope of our examination 
of these subjects should be emphasized, The surveys which 
we have conducted were confined to the shareownership of 
companies listed on our Exchanges and the security 
transactions routed through our facilities by our member 
firms. To this extent our submission is of regional 
Significance only. Nevertheless, the resultant statistics 
are based upon a representative sample which produces 

a valid portrayal of our trading area, Where possibie we 
have endeavoured to submit for consideration data not 
available elsewhere, and to relate these to such national 
and United States statistics as may be pertinent, However 
a number of plausible conclusions readily apparent from 
the data may be misleading or spurious because of the 
interaction of two or more factors, These may also be 

the consequence of confusion as to cause and effect in 
assessing influence of dependent and independent variables 
Such uncertainties will underscore the need for more 


comprehensive statistical research into these complex 
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subjects, 

A-2 Geographic Divisions 

130, Our survey of listed companies was designed to 
indicate the regional categories of shareownership as of 
December 31st, or the nearest date thereto for which 
corporate records were available, This is a complementary 
study to that made in Section A-3 of this submission 
wherein the 1961 Taxation Statistics are utilized in an 
effort to obtain a national analysis of the public individual 
shareholder group by location on the basis of portfolio 
content. Our own geographic comparison relates to 
percentages of outstanding shares held by all shareholders 
corporate and individual. Percentage comparisons are 
developed as to the dollar value thereof, and the con- 
centration of individual ownership. These are derived 
from a representative sample of leading dividend paying 
corporations listed on our Exchanges. Deviations in 
ownership patterns within our trading area as contrasted 
with the national statistics will appear within each 
industrial sector surveyed. 

131. It is also our intention to compare herein the 
results of our survey with the latest Dominion Bureau of 
Statistics analysis of foreign ownership and control of 
Canadian industry appearing in the 1960 report of The 
Canadian Balance of International Payments and International 
Investment Position. Obviously only tentative and very 
general conclusions may be drawn because of the different 
samples involved. 

132, Our survey was beset with certain difficuities 


and some of these proved, to a degree, insurmountable, 
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Many foreign shareholders, for purposes of anonymity, own 
securities in the name of nominees resident in Canada, 

In some cases it is believed that the percentage holdings 
represented by these persons is very large, To this 
extent our statistics respecting foreign ownership will 

be understated, In addition, many corporations are 
controlled by holding companies, the domicles of which are 
different from those of the individuals who control the 
holding companies. These relationships will cause 
statistical distortions, as will the participation of 
mutual funds, personal corporations and other special 
entities as shareholders of corporations. Finally, the 
differences in fiscal years of many corporations prevented 
us from always obtaining records as of December 31, 1961. 
E39 2 The greatest value will be derived from this 
Survey in succeeding years when a trend analysis will be 
possible and shifts within each industrial division will 
be readily apparent. We have not intended that this surve 
would, under any circumstances, aspire to developing 
statistics of shareownership on a national basis. Indeed, 
many corporations which formed in themselves a substantial 
part of a given industry were eliminated from our study 
because of their failure to conform with one or more of 
the following criteria: 

a) The Corporation must be a Canadian Corporation, 


b) The payment of at least annual dividends 
must have been made during the past five years, 


¢) Shares mst be actively traded on either 
Exchange , 


d) Common shares must be listed. (Only common 
shareholdings were studied). 
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1! As a result of the foregoing and the failure of some 

2| companies to reply to our wantess the results cannot be 

3| regarded as all inclusive by any means, Instead, what 

4| we have is a permanent index of comparison which will be 
5] surveyed annually as a special grouping of corporations 

6| for the common shares of which our Exchanges constitute 

7| an important market place, In this way valuable statistic 
8| not available from the Dominion Bureau of Statistics will 
9] be provided to our own research department as well as to 
10| the analysts and statisticians employed by our members, 
11/| Appendix V contains the summary of results produced by 


12] our survey. 


13 Summary of Results by Industrial Classification 
14 1 Manufacturing 
15) 134. Statistics supplied by forty-five companies 


16] were analyzed under this general classification, Of this 
17| group, legal control (i.e., over 50 per cent of the common 
18] shares) of only two companies were found to be in foreign 
19| hands. No doubt de facto control has been achieved in 

20|| certain companies through ownership of a smaller percent- 
21] age of the issued voting shares, however, these 

22|| situations were not considered in our survey, 

23) 135. The comparative analysis set forth as Exhibit 
24) "A" of Appendix V reveais that for the companies surveyed 
25|| 2 substantial number (23.46 per cent) of shareholders 

26] owning 30.46 per cent of the shares were residents of 

27| Quebec. The average price of shares owned by Quebec 


28 || residents was slightly lower than those held by other 


Nd 
\o) 


Canadians, 


30 136. This group of companies showed results which 
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contrast sharply with the national estimates produced by 
the Dominion Bureau of Statistics as summarized in Table 1 
hereof, The high incidence of control by non-residents 
through wholly-owned subsidiaries or through subsidiaries 
with only preferred shares or limited amounts of common 
shares in Canadian hands accounts, in the main, for the 
deviation from the national figures. This contrast was 
evident in varying degree in every industrial group 
surveyed except Petroleum and Natural Gas. It is 
regretted that the most recent period for which national 


statistics are available pre-dates our survey by two years 


Table 1 


Ownership and Control of Selected Canadian Industries 


End of 1954, 1957 and 1959 


Company 
Classification Foreign Ownership Foreign Control 
1954 1957 1959 1954 L957 1959 

Manufacturing 47 50 51 51 56 57 
Petroleum and ; 
Natural Gas 60 63 63 69 76 75 
Mining 56 56 59 51 61 61 
Totals of Above 

Industries 51 54 56 55 61 63 

ii. Mining 
137. Exhibit "Cc" of Appendix V indicates our survey 


results for this industry with 11 companies reporting. 
This group included only two companies, the apparent 
control of which was vested in non-residents. Quebec 
shareholders constituted 13.44 per cent of the total 
shareholding group and owned 14.85 per cent of the issued 
shares, Quebec shareholders held mining shares of 


Slightly higher average value than did other Canadians. 
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However, as a unit, Canadians held shares of higher 
average value than did Americans, Total ownership by non- 
residents of 37.71 per cent contrasts with the national 
figure of 59 per cent appearing in Table 1, 

iii. Petroleum and Natural Gas 
138, In this industry our survey covered 8 companies 
of which 5 appeared to be controlled by non-residents, 
Exhibit "B" of Appendix V analyzes the results, The 
average value of shares owned by Americans was higher than 
those owned by Canadians. The preponderance of foreign 
ownership throughout this industry is underscored by 
comparing our figure of 65.14 per cent with the 1959 
national figure appearing in. Table 1 of 63 per cent, 

iv. Trust and Financial Companies 
139. There are no federal statistics to compare with 
the data provided in Exhibit "D" of Appendix V which 
results from our survey of five pe none of which 
was controlled abroad. The substantial Quebec 
participation of 36.70 per cent in ownership through a 
smaller percentage (29.64 per cent) of shareholders is 
noteworthy. 

ve. Utility Companies 
140, Once again there are no official data with 
which to contrast our survey results which are recorded 
as Exhibit "E" of Appendix V. Total Canadian ownership 
of 64.86 per cent was not of unexpected magnitude in our 
sample of eight companies. 

vi. Ghartered Banks 
141. Quebec ownership data were not available to us 


and the substantial Canadian ownership percentages cannot 
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be subdivided, This was the only group surveyed where 
United Kingdom ownership (18.43 per cent) was in excess 
of United States ownership (3.71 per cent). The issued 
capital of eight banks was studied to produce Exhibit "RF" 
of Appendix V. 

Conclusions 
142, We have previously referred to the necessity 
for an accumulation of statistics, acquired annually, 
before any significant inferences may be drawn from the 
industrial sample which we have selected for study. With 
the exception of the Petroleum and Natural Gas Industrial 
group, the controlling ownership of the vast majority of 
the companies surveyed is currently in Canadian hands, 
One would expect very slight changes in the control factor 
over the years, and thus foreign participation may be 
viewed largely from an investment point of view, The 
trend to increased foreign ownership and control reflected 
by the D.B.S. studies over the years may not be the 
pattern in an industrial group where control has been in 
Canadian hands for some time, and is likely to remain here 
barring large scale and concerted efforts by foreigners 
to alter the situation. In these companies, foreign 
ownership is motivated by purely investment considerations 
in the main. It will therefore be valuable to observe 
fluctuations in the size of this participation that should 
result from foreign appraisals of Canada's economic 
prospects and the quality of Canadian management within 


each industrial group in an increasingly competitive world 
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1/ A-3 Components 
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Public Individuals 
143. The number of Canadians in the equity market is 
lamentably small as the various surveys to which we shall 
refer herein indicate, The business enterprise is obliged 
to seek out a tiny percentage of population to find those 
individuals with incomes or holdings of weaith adequate to 
engender a willingness to assume the risks of business 
ownership, especially in new ventures or im established 
enterprises whose securities have not been "seasoned" in 
the public market, 
144, Extensive surveys have been conducted in the 
United States with a view to ascertaining the identity of 
the private investor, These surveys have attempted at 
various times to segregate security owners by income 
bracket, age, sex, residence, and occupation. As a result 
it has been possible to discern trends within the investor 
universe on the basis of a substantial accumulation of 
data, The Canadian statistics are not nearly so detailed, 
however certain estimates may be made on the basis of 
analogy. 
145. Data contained in the 1959 D.B.S. survey of 
asset holdings of Canadian non-farm families and unattache 
individuals indicate that a positive relationship does 
exist between the value of liquid assets held and the 
value of publicly traded shares. (Dominion Bureau of 
Statistics, Incomes, ‘Liquid Assets and Indebtedness of | 
Non-Farm Families in Canada 1958 - Queen's Printer 1960, 
p. 43, Table 28). Such a relationship is to be 


expected as a direct consequence of the well known tendenc 
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of equity prices to fluctuate within wide ranges. The 
investor requires a "eushion" of liquidity which is 
sufficient, in his view, to meet his current needs without 
compelling him to dispose of his equity investments at a 
loss in a depressed market, Any factors which limit the 
investor's need for liquidity or increase his confidence 
in the stock market will, of course, result in the 
inclusion of a larger percentage of equities in his total 
assets, This would assume that no competing investment 
medium becomes more attractive, Table 2 compares the 
liquid asset holdings of Canadians with their shareholding 
and points out the incidence of non-liquidity. It should 
not escape notice that less than 5 per cent of all share- 
holders as compared to more than 31 per cent of all non- 
shareholders did not hold liquid assets, The smallest 
shareholders maintained average liquid asset holdings 
of $3,029 compared with $1,270 held by non-shareholders, 
146, However,the foregoing cannot be considered 
in vacuo. The composition of an investor's portfolio of 
investments results from his exercise of selection among 
the many available types of seuasreinyt and his holdings 
of total assets stem partly from need and partly from 
choice, We may properly expect to find that percentage 
distribution varies from age group to age group, according 
to income bracket, geographic location, sex, and 
occupation, A brief review of these will emphasize the 
salient factors. | 

i. Total Income 
147. A team of Harvard research experts made 


certain estimates in 1949 that will surprise many people. 


A - cw 
2 hes _ 5 Ae : aie tuoran 
 FO.A = | agua Do tnanodtslR 


ve 
H® orn 


aT 


a it g 
ent .eognsu sbkw atditiw vhdteiedan od 3 aeotiq yttype “t> a> 


as { 
sha 


eat dotdw yitbiwprr ‘to " nottdlewo" 8 astiupey totasvat |S 


. | troddiw abseq ene aid doom oF .wetv etd mt .doetor* cal 


4 


| 8 38 ednemeeevnt yiupe eta Yo eaogelb ot mid gntrreqmos | 


rit Jttl defdw etotest yoA | foxwsin beesergeb s nf cs 


eat mi divest .semvoo to ,iftw texxsm woote sii’ ait | 

[stod ain al aetdiupe to Sygataeereq tegysl s “to dotevfont ie 
inemtaevnt gaiveqnos on ted} emyeas Blyow etaTt  ,etoers 

sid asusqnios S sidsT  .evitosrivs stom ebmosed mutbem 10 
tgniblfodsisde ttedd ddiw eastbens to agalbhiond teees Biuptr 
Biuota GI .ytibiwptt-<aorm ‘te sormebt ort ent dro etatog bas St 
~oxsde Ifs lo Umeo teq @ asi easl Ist eotdor sqsons gon [#1 
“Mom [f8 ‘to tneo wteq Lf asd? exom of bersgiwoo as ateproit |e 

. 


testisme edT  eteees biepti brotf Jon BLtb areblornersde |) * 


agutblod geees bixpil egeteve bentstates axeprorersde | 
Webhlotersde-non yd Sled OVS te AILW beTsymos eS0re% 40 IT 
bstebtenos sd Jonnso gmtogsrot snd, revewoH *" Lane 18 

to offctsueg a totesvat ms to moltteoqmos SAT ’lovosy At |e 
Btioms Molvesloe to setovéxe etd most atdivees etnomfeevat | 
egatblod etd bas abit to esqyil efdsitsvs ynem eds | 
mort yiireq bas boda movt yldasq mote sveaes [stot to | 

. Sgstneoteg Jedd batt of Foegxs yltego%q yam oW .sotors | 
jantbioses .quowy eas of quotg egs mort aetusy mottudtsdeth | 
| bas .xse .dortsoot Sirigstgoesg .toxorsd snoont of 
sng exiesdame frtw Sasdt to wotver tested a ofottsqueso | 


e%otoet Tnetise | 


2 


Smooat’ [stot ~ fr 
obs elveqxe Aowsezer HISVYSH to mast A” . yet 


sefsquea fftw tend eller at estamites nistt 


! * 
+f 1 
7e Youeus 
SqUoeulgseAuT | epnT out sZutptToyasreys (q) 
4 “Spuoqd Jey1O Tle pue spuog epeueg jo yuawuUaeAon reugag ‘spuog SBUTAeS epeued 
SqaTsodap wzey,o ‘syueg pedagaeud ut 


40U 4nq SsaZueyoxe 99948 y8no.244 Peper, AToOTtaqnd sae yeua Ssaieus ut 


| | : 
na o12*T Cone \ ¢ S Jap TOYoreyus—-uOoN 
989°S Uf r Sdeployedeys TIy 
\ | 
Saal SEES ore 
110° QT e°t iaao pue - 000 *Se 
: : a 
: 6476 6 9°2 666‘1% - 000 ‘OT. 
, . | , 
4 : js 
TEE SS 6°2 6666 ~- 000‘S 
: f q 
2 | TTS‘ c°s L. 666° - o00‘T$ 
eTqeL “€y’°d *Qc6T 
‘epeuep UT sotTtueg + 620 SE 1°S | 000%T$ szepun 
WiIeq-UON JO ssou { 7 
-peqqepul pue syessy v (saeTtoq) f 
PTMbTT ‘sowoour { SSUTPIOH (qu00 aed) ‘< 
“soTastqeqs go 498Sy PTNbT1 edeasay Sqessy PTNDTI on 4 PIOH Seaeus jo ente, 
neeing uotutwog ly iy 
- “epeued ?gouNOS i SSUTPIOH yessy prNbT1 u 
3 B / { 
-> 
Ys $661 Butads ‘epeued ‘sSutploueaeug fq sTenptatpur peyoeaqeun 
2 ¢ /pue SoTTtued JO SSUTPIOH gessy pTnbT1 eSezeay (q) ‘sSutproy 
§ ve ~saeyus Aq pue (e)sBuTpIOH gassy ptnbt1 fq STeNpTATpUL 
oS 


‘peyoesqeun pue SeTTTued waed-UON JO uotangtaqstq e8equeodtad 


ce 3Tqey 


as se . a 2 a —— a mC 


gad ae 


saben: 2 ADAUOS 
peewee solainod 
Pn SAL tgh Ful to 
 sbkyptd ,asmto ont 
ain bas eteceaA 
a to B898n 
ened at asliins® 
Ldat tsaq Pislocg! 

. 88 


_ 
7 


tata 


=: - 


= ae 


Ae Sh ean 


GS ef dst 


' pedosd2anU bas estitwsd m1s%~nok to notiudtrdata diatdeorss 


- -emsde2 yd Bas (s)egntbloH toasA Btupli yd elsubtvtpAr 


‘pas Bellims% to egatbloB sveeaA btuply egsisvA (d) 


Legatbior 


geet ania? .sbsas) .egatblodseasde yd.efsubivibal badosdJsau 
| i 


ts 


epnibioH voaeA biluptat 


Misi — 


s 


p 


tsead Bbtuptd egetevA aveeeA Diupti of 


agalblok (daeo %sq) 
i (asl lod) 

| fie.2 oe 

| te.2 > 2S 
QHe Le 8.8 

i |. Vb 6 a 

| 383.2 td 
oys, J FFE 


} 
H 
t 


M 


bes 
i 


etieogsh rerdido ae | hstsitsd) Gt evanosos egnivse .atavooss ais dross “to Jelenoo MeankbLod feges DiuptI (8) 
: ‘ .ebned tsdto [1s bas abnod sbened to Trsmateven Tedtd! .ehnod agalvse BbSAEO 
Fou dud eogusrioxs es ha whecscihrsic bebasd SiS ers dsdt gencrte fat Peet per 


Slush ont egathtons rane (J 


a 
4 
= 
Fn 
ie) 
bisH eetsde to suisv 
eee AS 000 01° 
TSvo Bas - 000 .a8 : 
exebioriersns iA 
ash Lodeusde~rou 


Nethercut &é Young A. 69 
Terente, Ontario 


(Effects of Taxation Investments by Individuals - J.K. 
Butters, L.E. Thompson, L.L. Bollinger, Harvard University 
Boston, 1953). These were based upon the results of studids 
conducted by the Survey Research Centre of the University 
of Michigan, taxation statistics, and Harvard field 
studies, The following conclusions were advanced: 
(1) Spending units with incomes of $50, 000 
and over (in the general order of 1/10 
of 1 per cent of all spending units) heid 
approximately 35 per cent of all the 
marketable corporate shares owned by 
private investors. 
(2) Spending units with incomes of $25,000 
and over (in the general order of 1/2 of 
1 per cent of all spending units) held 
over 50 per cent of all the marketable 
corporate shares owned by private investors. 
(3) Spending units with incomes of $15,000 
and over (in the general order of 1 per 
cent of all spending units) held over 65 
per cent of all the marketable corporate 
shares owned by private investors, 
(4) Spending units with incomes of $10,000 
and over (in the general order of 3 per 
cent of all spending units) held ower 75 
per cent of all marketable stock owned by 
private investors, 
148, Although personal incomes have risen considerabl 
Since 1949 we submit that both in Canada and the United 


States the relative size of the shareholding units has 
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Deposit Holders 


Average Holding 
Owners Only 


Mortgage Invest- 
ment Holders 


Average Holding 
Owners Only 


Shareholders 


Table 3 


Percentage of Non-Farm Families and Unattached Individuals Holding 
Deposits, ? Mortgage Investments and Shares, Average Holdings of 
Deposits and Mortgage Investments, by Income Group, Canada, 1959. 


All Families 
Under $3,000- $4 ,000- $5,000- $7,000- $10,000- « Unattached 


$1,000 4.999 6,999 9.99 nd over Individuals 


% 46.4 68.9 


1,236 1,480 


2.4 3o2 


a) Deposits include current and Savings accounts in Chartered Banks 
and deposits in other institutions such as trust companies. 


b) This includes investments in shares that are publicly traded through 
stock exchanges but not share holdings in private corporations. 


Source: Dominion Bureau of Statistics, Incomes, Liquid Assets and 
Indebtedness of Non-Farm Families in Canada, 1958 (Ottawa, 
Queen's Printer, 1961), pp. 41-42, Tables 22, 26 and 27. 
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broadened only slightly. 

149, It is to be expected that two aspects of asset 
holdings will be related to the individual's income level: 
namely, the likelihood that a particular type of asset 
will be held and the value of the different types of 
assets that are held. Certain of these relationships 

are apparent in Table 3 hereof which has been drawn from 
the 1959 D.B.S. survey of asset holdings of non-farm 
Canadian families and unattached individuals, It will be 
noted that the percentage of families and unattached 
individuals holding certain types of assets at varying 
income levels differs significantly depending upon the 
type of asset, The Table aiso reveals that the vaiue of 
the asset held is subject to wide variations. 

150. This submission restricts itseif to the factors 
which influence an individual's investment in the shares 
of publie corporations, We have therefore avoided the 
intriguing subject of his other assets and the shifting 
patterns which they exhibit. However, at certain times 
it will be necessary to illustrate the whole of the 
individual's liquid holdings as in Table 3 so that the 
position occupied by equity investments might be viewed 
in its proper context, 

LD The significance of income levels upon the 
incidence of shareownership is illustrated from a slightly 
different aspect in Table 4, The proposition that the 
shareholding group is indeed a small eceuidnt of the 
population is further emphasized in this Table, An 
indication of the relative popularity of the three types 


of investment is obtained by ranking them in order of 
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their frequency of ocurrence within each income group. 
Table 4 reveals that the frequency with which the holdings 
of $5,000 and over in publicly traded shares occurred 
within the $10,000 and over ineome group was almost the 
Same as that for bonds, whereas shares were the least 
frequently held investment of this size within all other 
income groups, 

252. It should also be observed that the incidence 

of mortgage investments of $5,000 and over was greater 
than that of shareholdings of the same size for all income 
groups up to $9,999 but that for the $10,000 and over 
group, the frequency of shareholdings of this size was 
aimost twice that of mortgage investments. One would 
expect that, because the units in which mortgage 
investments can be obtained are generally larger than thos 
required in the case of shares, the reverse situation 
Should obtain. The most plausible explanation is that 

the mortgage investment results from the sale of property 
originally owned by the mortgage holder, Consequently, 
the acquisition of the investment was incidental to the 
sale and not a selective transaction as in the case of 
the purchase of shares, 

153. The impact of taxation upon the individual's 
choice of his investments will be dealt with in a later 
section of this submission. Suffice it to say at this 
juncture that, as his income increased, the investor 
becomes increasingly ‘sensitive to tax savings offered by 
various investment media, 

154, Appendix VI has been extracted from the 1961 


Taxation Statisties issued by the Department of National 
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Table 4 


Percentage of Non-Farm Families and Unattached Individuals With Holdings 
of $5,000 and Over of Selected Assets, by Income Group, Canada, 1959 


1958 Income Grou 
Asset Under $1,000- $2, 000- $3, 000- $4, 000- $5,000- $10,00 
Group 1,000 1,999 2,999 3,999 4,999 6,999 and over 


Bonds % 


Mortgage % 
Investments 


Shares? 


a) This comprises holdings of Canada Savings Bonds, other Government of Canada bonds, plus 
other holdings, such as corporate, provincial and municipal bonds. 


b) This includes investments in shares that are publicly traded through stock exchanges but 
not shareholdings in private corporations. 


Source: Dominion Bureau of Statistics, Incomes, Liquid Assets and Indebtedness of Non- 
Farm Families in Canada, 1953, pp. 41-42, Tables 24, 26 and 27. 
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Revenue. Through a re-arrangement of the data provided 
in this publication we have attempted to provide a basis 
of comparison with the American statistics which are the 
énd result of special surveys inquiring into the subject 
at hand, The use of these data is subject to certain 
reservations, The more acceptable sample would have been 
based upon a11 individuals who received income, 
Assumptions have to be made with respect to the value of 
the asset from which the reported income was derived. 
There have been no Canadian studies to our knowledge 
which attempted to ascertain the degree of error in the 
statistics of income based upon tax returns, Several 
U.S. studies have been made to delineate this factor, 
Thomas R, Atkinson in his book, The Pattern of Financial 
Asset Ownership - Wisconsin Individuals - 1949 (Princeton 
University Press, 1956) summarizes these studies and 
contends that in the U.S.A. 60 per cent of all non- 
federal cash interest payments and 33 per cent of ali 
corporate dividend payments in 1947 went unreported on 
federal income tax returns in that year, Whatever the 
case may be in Canada, it is almost certain that a 
substantial understatement of debt earnings takes place 
in the case of lower income groups, The dividend income 
Will also be understated but to a much lesser extent, 
“L555... Reference is made to Exhibit "A" of Appendix VI 
which sets forth the distribution of investment income 

by sources within various income elassess) Income received 
from each of the six sources of investment income is 
expressed as a percentage of total investment income 


which in turn is shown as a percentage of income from 
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1/ all sources. It will be noted at once that equity 


investment income as the income level rose, In fact, 
equity investments provided 61.7 per cent of the investmen 
income of the $100,000 and over income group as compared 
to only 42.8 per cent of the investment income received 
by the $1,000 and under group. On the other hand, 
creditor assets supplied 52.6 per cent of the $1,000 and 
under group's investment income as compared to only 20.1 
per cent of that of the $100,000 and over group, It is 
important to recognize that this change may not have been 
accompanied by a proportionate change in the distribution 
of the dollar vaiue of the assets from which the invest- 
ment income resulted. The change might also be the 
consequence of a variation in the yields obtainable by 
different income groups. That is to say, that the quality 
of the equities purchased might differ among the various 
income groups. However it is debatable whether such 
factors would be strong enough to result in such a large 
percentage shift in investment income, We therefore 

make the assumption that the greater part of the distrib- 
ution change resulted from a corresponding change in 

the relative dollar values of the assets held. 

156. The emphasis on equity investments as income ros 
was matched, to a very large extent, by a shift away from 
bond holdings and bank deposits, We make the assumption 
that this change in the investment patbesn stemmed from 

a decreased need (in relative terms) for liquid assets 

as income rose, Exhibit "A" of Appendix VI reveais 


Significant differences that existed in the rates at which 
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group declined as income rose, Bond and bank interest 
decreased gradually with only one minor exception. 
Nevertheless, mortgage interest remained a relatively 
constant proportion of the total investment income up to 
the $10,000 level, The stability of the latter ,we 
attribute to the prevalence of "balance of payment" 
mortgages arising as a result of the sale of a house once 
occupied by the investor as his dwelling place, 

2576 Exhibit "B" of Appendix VI makes it apparent 
that there was a substantial concentration of the various 
types of investment ices within certain income classes, 
The similarity between the statistics set forth in this 
Table and the conclusions reached in the Harvard 
University survey referred to above is worthy of 
consideration, Exhibit "B" reveals that over 65 per cent 
of the total dividends were reported by individuals 
receiving total incomes of $8,000 and over, Hohe vee tax 
returns from this group comprised only 4 per cent of 
total returns, and their total income was only 16 per cent 
of that reported by a11 individuals, The Harvard study 
suggests that, in a relative sense, there maybe slightly 
narrower base for stock ownership by individual investors 
in the U.S.A. However, this conclusion is advanced 
with extreme caution and it must be emphasized our 
statistics relate to dividends whereas the Harvard 
statistics are based upon the dollar vaiue of shares 
held, and the difference in the dates of the two studies 


must be stressed. 


158. The similarity between Canadians and 
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Table 5 


Frequency of Ownership of Publicly Traded Shares by Family and Unattached 
Individuals , by Income Groups, Canada, Spring 1959 and United States, 1960. 


CANADA “ _ 4 UNITED“STATES 


1958 ‘Holders of Publicly 1960 Holders of Publicly 
Income Group Traded Shares . income Group Traded Shares 


Bw 


Under 1,000 
1,000 1,999 
2,000 23999 
3,000 35999 
4,000 4,999 
5,000 6,999 
7,000 9,999 
10,000 and over 


e . e 


e 
NOOUr ON DW 


Under 3,000 
3,000 4,999 


5,000 7,499 
T3900 9,999 
10,000 14,999 
15,000 and over 


nS 
WwW ht OW Ul Wf 
J 


All Groups 


xe) 
. 
NO 


All Groups 


Farm families and unattached individuals are included in the United States data, but are 
omitted from the Canadian data. 


The figure for the $10,000 and over group was calculated by combining the number of cases 
in the $10,000 - $14,999 and $15,000 and over groups. The number of cases are given in the 
1960 Survey of Consumer Finances, p. 100, Table 6-1. 


Sources: Dominion Bureau of Statistics, Incomes, 1958, p. 42, Table 27 and The University 
of idichigan, 1960 Survey of Consumer Finances, p. 100, Table 6-1. 
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Americans with respect to percentage distribution of 
shareownership on an income basis is more vividly revealed 
by Table 5, The Table compares data from 1959 D.B.S. 
survey with that produced by the University of Michigan's 
1960 Survey of Consumer Finances. From this Table it 

can be seen that for incomes below $5,000, the percentage 
of Americans holding shares in 1960 was generally higher 
than that of Canadians at corresponding levels in 1959. 
However, for incomes above $5,000, the percentage who 
held publicly traded shares in 1959 was almost identical 
to that of Americans in the same income brackets in 1960. 
159. The shareholdings of individuals with incomes 
above $5,000 represented most of the vaiue of all publicly 
traded shares owned by individuals in both Canada and the 
United States, Exhibit "B" of Appendix VI discloses that 
Canadians with incomes above $5,000 reported nearly 80 per 
ae of total dividends in 1959. Once again an even 
greater concentration appeared to exist in the United 
States. In 1960, families with incomes above. $5,000 held 
90 per cent of the total. (Survey of Consumer Finances, 
University of Michigan, 1960, p. 101, Table 6-2). One 

is tempted to conclude, therefore, that the value of 
shares held by Americans with incomes below $5,000 is 
proportionately less than that held by Canadians when the 
holdings of these income groups are compared to those of 
the American and Canadian income groups above $5,000. 

160, The real difference between Canadian and 
American investors is not their investment propensities, 
but rather their investment capacities. Both the median 


and the mean income of Americans were higher than those of 
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Canadians, being $4,830 and $5,580 for Americans as 


compared to $3,783 and $4,544 for Canadians in 1958. The 


same relationship also held true in 1955 when the American 
median and mean were $4,260 and $5,060 and the correspond- 
ing Canadian figures were $3,324 and $3,842. (Canadian 
data are from D.B.S. Incomes 1958, p. 29, Table 4, and 
D.B.S. Incomes 1955, p. 27, Table 3, American data are 
from The University of Michigan, 1960 Survey of Consumer 
Finances, p. 11, Table 1-2.) American incomes probably 
have always been at a higher level than Canadian incomes. 
Oné may also expect that Americans would have larger 
holdings, in absolute terms, than Canadians of a11 types 
of assets, 

26d: Appendix VII sets forth the salient statistics 


FES 


iting from the 1962 Census of Shareowners conducted 


S&S 


by the New York Stock Exchange. For the most part, 
similar data do not appear to be avyailabie in Canada, and 
we have not been able to ascertain whether or not 4 survey 
has ever been conducted here with a view to developing 
such information. As a result we have had to proceed on 
the basis of a partial comparison using data obtained for 
other purposes, Exhibit "c" of the Appendix presents a 
study of the numbers of shareholders falling within 
certain income groups. Apparently 45 per cent of all 
shareowners in the U.S.A. are in the $5,000 - $10,000 
income bracket. Significantly, shareownership has 
increased markedly since 1959 among the pereone in the 
$10,000 - $25,000 income brackets at the expense, 
numerically, of the smaller income earner. We made the 


assumption that, on the basis of similarities already 
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éstablished and comparisons to be discussed later on in 
this submission, approximately the same distribution 
obtains in Canada. 

162. Finally, Appendix VIII has been prepared to 
summarize the distribution of liquid assets among families 
and unattached individuals in the Province of Quebec based 
upon the 1958 Income Groups. This region is of fundamenta 
importance to our Exchange and, we submit that the 
divergence from the national figures with respect to equit 
ownership underscores a profound conservatism on the part 
of the Quebec public, which is not the case with the Quebe 
investor, That aggregate investment held per family or 
individual should be smaller in Quebec than in the rest of 
Canada causes little surprise because of the relatively 
low average income per unit. The significance of 
Exhibit "E" of the Appendix becomes apparent when it is 
compared with Table 5 hereof. It appears that, for example, 
6.1 per cent of the $4,000 - $4,999 income group owned 
publicly traded shares on a national average, whereas in 
Quebec for the same income group the comparable figure 

was 4.6 per cent, This marked resistance to equity 
ownership persists throughout 411 income levels in 

Quebec; the lowest bracket showed only slight divergence 
from the national average, 2 per cent as compared to 2,3 
per cent. However, in all other brackets the difference 
is extreme; $2,000 - $2,999 -- Quebec 1.8 per cent 
contrasted to 5.7 per cent nationally; $10,000 ana Hehe .ca 
Quebec 29,3 per cent compared to 43.7 per cent nationally. 
This situation is to be especially regretted in a province 


like Quebec where the need for equity participation in 
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1| resources development and in industrial projects is very 

2| great. Although we have chosen to interpret Appendix VIII 
3] as evidencing a reluctance to invest in equities on the 

4! part of the ouebec investor, it might be suggested that 

5] because of the tremendous foreign investment in his 

6 province, the Quebecer has not had an adequate opportunity 
7| to invest in equities issued by local enterprises, To 

8] some extent this is no doubt true, nevertheless as we 

9] shall attempt to further establish under sub section (3545 
10] (Location of Shareowners) hereof, the innate conservatism 
11] of the Quebec public is the predominant factor involved 


12| in its relatively small equity ownership. 


13 ii. Occupation 
14] 163, The obvious difficulty impeding any study designed 


15] te ascertain the influence of various factors upon the 

16|| willingness of the individual to acquire equities is that 
17|| posed by the inter-action of all these factors, Thus it 
18] is that while a pattern of equity ownership among various 
19| professions may be isolated, it is not possible to 

20]| establish whether it is the professional training and 

21/) environment per se that influence the invester or whether, 
22] once again, the predominant factor is the income which the 
23] individual emjoys as a result of being engaged in a 

24 lucrative profession or trade, With these difficulties 
25|| in mind, one may nonetheless make certain assumptions 

26] with respect to the influence of occupation upon the 

27 | individual's demand for equities. | 

28 | 164, Probably the basic influences that occupation 


a 
| 
| 


has upon an investor's predilection for certain securities 


18 


will be two-fold. In the first place, his occupation may 
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equip him with the understanding of various investments 
which would precede confidence, Secondly, occupation may 
place him in a favoured position with respect to the ease 
with which he might acquire various securities, Thus one 
would expect to find differences in the distribution of 
investments within occupational classifications even when 
all other characteristies such as the size of total income 
location and age are similar, There would ordinarily be 

a bias in favour of those investments most closely 
associated with occupation. 

165. Exhibit "c" of Appendix VI shows the distribution 
of investment income by sources within each occupation 
listed in the 1961 Taxation Statistics, Income received 
is classified under six sources and appears both as a 
percentage of total investment income and as a percentage 
of income from all sources, The occupations are listed in 
descending order of the average total income from all 
sources reported by the general occupation classifications 
The sub-classifications within each general group are then 
ranked in descending order within the general 
classification. This ranking method allows some recognitibn 
to be given to possible income effects when comparisons 
are made between specific occupations or between 
occupational groups. It is noted that significant 
variations existed in the 1959 investment patterns, The 
differences were not restricted to any one ‘group, but 
instead occurred in all general groups that had two or 
more sub-classifications. We do not suggest that all 

of the variations were attributable to occupational 


differences, Regional and income factors among others also 
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played a part, Nevertheless, evidence of occupational 
influence is present. Accountants reported the highest 
percentage of investment income from dividends in 1959 
even though their average income was lower than that of 
medical doctors, consulting engineers, architects, lawyers 
and dentists, One tends to the view that this may result 
from the specialized analytical skills possessed by 
accountants enabling them to assess the profit potential 
of corporations. Similarly the legal profession is 
expected to have access to information and investment 
opportunities in the mortgage field. In 1959 lawyers and 
notaries reported 22 per cent of their total investment 
income from this source, This was more than double the 
mean of 10.5 per cent for all returns. 

166. The survey conducted by the New York Stock 
Exchange (Appendix VII Exhibit "D")does not permit a close 
comparison with available Canadian statistics because 

of the groupings of occupational classes employed therein. 
In addition the Canadian statistiés do not subdivide the 
shareholding group by occupation, while the U.S. data 
restricts itself to a vertical analysis of this group. 

The New York Stock Exchange survey states that the highest 
incidence of shareownership, by occupation, occurs in 

the professional and semi-professional group wherein it is 
estimated that more than 1 out of 3 persons owns stock, 
Among proprietors, managers and officials, ‘the U.S. 
incidence is almost 1 out of 3. The lowest incidence 

of shareownership, by occupation -- ‘fewer than 1 out of 
50 -- occurs among farmers and farm labourers. One is 


inclined to expect a similar relationship in Canada, 
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Canadian statistics show a high proportion of 
total investment income from financial assets being 
received by one occupational group. Reference to Exhibit 
"D" of Appendix VI indicates that nearly 60 per cent was 
reported by individuals classed as "investors" even 
though this group filed less than 3 per cent of the total 
tax returns and reported less than 4 per cent of the 
total income. By definition, individuals in this ¢class- 
ification derived the greater part of their income from 
holdings of financial assets. Since the average total 
income of these individuals exceeded $4,400 and investment 
income comprised over 76 per cent of their total income, 
the size of their holdings was obviously substantial, 
(Exhibit "Cc", Appendix VI). 
168. There was aiso a significant concentration of 
income within the investor occupation itself, Exhibit 
"E" of Appendix VI reveals that, aithough investors 
reporting incomes in excess of $8,000 comprised less than 
11 per cent of the group, this segment received over 49 
per cent of the group's total income. If it is assumed 
that the proportion of investment income and income from 
other sources did not vary over the income range of the 
investor occupation, it can be stated that individuals 
in this occupation who reported incomes in excess of 
$3,000 received almost 30 per cent of the investment 
income reported by all Canadians, These individuals filed 
less than 1/3 of 1 per cent of total returns, | 
169. The comparison set forth in Table 6 reveals that 
employees of businesses received a considerably higher 


percentage of their investment income as dividends than 
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did other employee groups. This diference may have 
resulted in part from the close relationship that some- 
times exists between ownership and employment in closely 
held corporations. The widespread nesAouae of employee 
stock-option plans may also have contributed to this 
relationship. 

iii. Location 
FG. Onee again our Canadian data must be derived 
from taxation statistics based upon taxable investment 
income. 
STibs The substantial percentages of investment 
income as reported by the 1961 Taxation stnedaties were 
received in the three provinces of British Columbia, 
Ontario and Quebec, Taxpayers in these provinces reported 
$680.9 million or 80.7 per cent of the total investment 
income. However, the same group filed only 76.4 per cent 
of the taxable returns. As a result it appears that 
this group of taxpayers received an average amount. of 
investment income slightly higher than those residing in 
the other provinces taken as a group. A more detailed 
comparison appears in Appendix VI as Exhibit "G", The 
concentration of investment income in the aforesaid 
three provinces is to be expected because in the sequence 
mentioned these provinces ranked first, second and 
fourth in terms of average total income per taxpayer, 
aes Exhibit "F" of Appendix VI reviews the 
percentage distributiion within each province of total 
investment income among the six sources, Care must be 
taken when analyzing the significant variations that 


appear. The comparison is complicated by variations in 
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the size of units and the overlapping of economic units 
across provincial boundaries, nevertheless a pattern of 
equity ownership resulting from geographical determinants 
of economic activity within the area may be discerned, 
173. Initially one tends to the view, for example, 
that the relatively high proportion of total investment 
income received as dividends in Nova Scotia may have 
resulted from the propensity of investors in that 
province to purchase shares as opposed to other investment 
media. However, the low percentage of investment income 
from mortgages, 2.9 per cent as compared to the national 
average of 10.3 per cent may simply result from the 
unavailability of mortgage investments in Nova Scotia 

to an occupational group which we have previously 
suggested would be likely to invest in this medium, namel 
the farmers, Studies have indicated that most of the 
farm land in Nova Scotia is only of marginal quality with 
the result that farm income in Nova Scotia is substantial 
below the national average. (In the period 1951-1953, 
the income per farm in Nova Scotia was less than one 

haif the national average. Source: Donald F. Putnam (ed. 
Canadian Regions, a Geography of Canada - J.M. Dent & Son 
(Canada) Limited, 1961, p. 511.) In addition to lack of 
funds, the typical mortgage investor may be confronted 

by another limiting factor in terms of the small 
mortgageable values available in the Province, A 
distortion may result from the non-taxability of many low 
income individuals which would exelude their investment 


income from our data, 


174. The 1959 pattern of investment income received 
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1| by taxpayers in the Yukon and Northwest Territories 

2| appears to add validity to the hypothesis that the 

3] economic and geographical nature of a region is likely to 
4/ influence an individual's investment practices. This 

S| region is likely to provide relatively few opportunities 
6| for financial investment locally; for example in rental 

7| properties and mortgages. one would therefore expect 

8| investors residing in this area to receive a large 

9| proportion of their investment income from investments 

10| associated with economic activity outside the area, 

11| Publicly traded shares are likely to be the easiest 

12| outside investment to evaluate and obtain, thereby 

13|| resulting in the high percentage of investment income 

14| received as dividends (nearly 49 per cent). 

15] 175. Canadian data segregating investment income by 
16| size of center are also derived from information provided 
17| in the 1961 Taxation Statistics. In certain cases 

18] distortions will result from the exelusion of suburban 

19|| areas from the central metropolitan complexwith which 

20| these are associated. The statistics segregate income 
21| by source for centers accounting for 4,000 or more taxable 
22| returns; however, returns from all other communities and 
23| from farming areas in each province were grouped under the 
24| general heading "all other areas", 

25} 176. Exhibit "I" of Appendix VI divides the value 

26] of reported investment income under the six sources group 
27) ed against each size of center, The Exhibit reveals that 


28/ over $575 million, or nearly 69 per cent of the national 
29) total was reported by taxpayers residing in centers of 


0 | 25,000 returns and over, Taxpayers in these centers 
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reported 57 per cent of income from all sources, It is 

2 apparent, therefore, that investment was Substantially mor 
3 concentrated than income from all sources in these 

4! centers, 

5} 177. Exhibit "H" of Appendix VI shows the percentage 
6 distribution among the six sources of investment income 

7 within each center of grouping. Certain significant trends 
8] are apparent from this Exhibit, The percentage of invest- 
9! ment income derived from dividends rose without exception 
10/ in population groupings from 30.5 per cent in areas of 

11! under 4,000 returns to 38.8 per cent in centers of 110,00 
12/ returns and over, Estate income as a percentage of total 
13) income followed the same pattern, Contrasted with this, th 
14! proportion received as bond and bank interest, and as 

15| mortgage and other interest, declined without interruption 
16/ as the center size increased. The proportion received as 
17 rental income followed a less consistent pattern, dropping 
18] slightly for both the very large and the very small 

19 centers, In general terms, income from equity investments 
20|| formed an increasing proportion of total investment income 
21|| as the size of center increased, 

22| 178. Again the New York Stock Exchange survey analyze 
23|| the physical concentration of equity holders from a 

24| gifferent aspect; however, the results are substantially 
25! the same on a comparative basis, Exhibit "I" of Appendix 
26| VyII segregates shareowners of public corporations by city 
27| size as estimated by statistical methods for the years 

28 1962 and 1959. The question of values represented is not 
29! dealt with; however, on the basis of the Canadian taxable 


W | dividend statistics cited above, one is inclined to expect 
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“euest 


1} a substantial concentration in the larger centers where 

2|| most of the shareholders seem to be located, The main 

3] Significance of the U.S. data is the suggestion that an 

4 increasing percentage of persons resident in the larger 

5) centers are becoming shareholders, The most recent 

6] results of the survey indicate that 1 out of 8 .city- 

7| dwellers was a shareowner, compared with 1 out of 11 in 

8} 1959. In rural areas 1 out of 29 persons was a shareownen, 
9] &pproximately the same ratio as in 1959. 

10 179. The Physical Characteristics related to the size 
41} of the center may account for the shareholder concentrati 
12] in the larger cities, As center size increases there is 
13] likely to be a higher incidence of the corporate form of 
14| business organization and hence an increase in the 

15] frequency of ownership and employment inter-relationships. 
16|| Brokerage facilities are usually available in the larger 
17) centers only. Newspaper coverage of financial news is 

18] Usually broader in these areas, However, although service 
19|| Such as these may in themselves promote equity investment, 
20) the main justification for their existence is more likely 
21))| to result from economic factors, such as income, associate 
22|| directly with the residents of urban communities, Thus 
23|| it is noteworthy that the proportion of taxpayers who 

24| “eported incomes above $8,000 rose from 4.0 per cent in 

25 centers of under 4,000 taxpayers to 6.4 per cent in 

%6 centers of 110,000 and over. In addition, the average . 

27) income per taxpayer rose from $3,874 in the former to 

28 | $4,293 in the latter, It is possible, therefore, that the 
29|| relationship between equity investments and center size 


J| Was largely a reflection of income differences among the 
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i centers, 
2 180. The variations in investment practices between 
3 Quebec and Ontario residents are compared in Exhibit "J" 
‘ of Appendix VI. The comparison of this Table with 
5 Appendix VIII produces certain interesting contrasts. 
6 Restricting ourselves to the data respecting equities 
7 we note that although the percentage of Quebec residents 
8 owning shares was far less than the similar ratio for the 
9 rest of Canada, nevertheless the Quebee investor in all 
10 centers derived a substantial percentage of his investment 
11 income from dividends, more so than Ontario residents in 
12! the larger centers, Exhibit "J" also shows that the group 
13 of Ontario taxpayers, who received a higher proportion of 
14 income from investments than Quebec taxpayers, included a 
15 greater percentage than their Quebec ounterparts of tax- 
16 payers reporting incomes of $8,000 and over, Although the 
17 


equity investment in Quebec is concentrated in relatively 
18 fewer hands, the investing segment of the Quebec populatian 
holds more equities on a percentage basis than the 
comparable group in Ontario. This is not true of the 

21 general public in Quebee as pointed out in our comments 


under sub section (i) hereof. 


23 iv. Sex, Age, Educational Background 

24) 181, The inter-relationship of these characteristics 
25 and those already discussed is such that only a brief 

26 review of statistical summaries is considered warranted fdr 
27 the purpose of this submission. 

a8 182, Age, for example, is a factor which is likely t 


be confounded with size of total income. This is a 


characteristic that will probably relate to the size of 
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of the individual's tangible net worth and his investment 
pattern, This factor could be safely ignored when making 
income level comparisons only if the age distribution within 
each income class were identical. As would be expected, 
this is not the case, Data contained in the 1959 D.B.S. 
survey on the distribution of 1958 (Canada, Incomes, 
Liquid Assets and Indebtedness of Non-Farm Families in 
Canada, 1958) income groups indicates that both from a 
point of view of accumulated net worth, and the need 

for liquidity, age affects some income groups more than 
others, Illustrative of the net worth accumulation factor 
is the faet that a greater than average number of family 
unit heads in the 40-49 and 50-64 age groups were located 
in the $10,000 and over income group; 7.9 per cent of 

the 40-49 group and 8.3 per cent of the 50-64 group as 
compared to 5.6 per cent undifferentiated as to age. (Ibid, 
Wees0, crebies5): Illustrative of the potential 

influence of liquidity needs changing with age is the 

fact that although only 22.4 per cent of all family heads 
and unattached individuals were located in the under 
$2,000 income group, this group contained 55.0 per cent 

of all family heads and unattached individuals 65 and 
over eslleids. ps .29, Table 4), 

PLE The segregation of shareholders by age, (Exhibit 
"B"), sex, (Exhibit "A"), and education, (Exhibit "D") 

has been attempted by the New York Stock Exchange study 
(Appendix VII). No comparable Canadian data are 
available although on the basis of the comparison of 

other investor characteristics made in this submission, 


we would expect similar results from a Canadian survey. 


= 's Salt a 
* 


tysmtaovat aid bas ddaow tea oldigns? a' feubivibat . dt t0 | 
ariasm aodw betongt yletse sd biuos totost aldT -T1stsEq Is 
dttw soLtsdtiere egs edt It vino enoattsqmos LeveL emooat |e 
.betoaqgxe od Radics 8A .issttmebt stew easto smoornt dose ha 
-2.8.0 Qe ent at beatsinos sisd ease odd ton et etd? } 
sieboar ~8bs0sd) 8dQl to aotiudiasatb edd no yoviue | 

ui aotiimsy mist¥-neu to eaesnbetdsbal bas adoaad Blupld i 


| 
| & moxl died Jadd eetsotbat aquorg emooat (SACL .sbsasd 
been sit bos ,ddaow ton betsiumuoos to wetv to tnatog 


asd stom aquortg smoonmt smoa atostts sas .VILbtupt@l tot 


totosi sotistumuoos dédtow gen edt to eyttscvters([fI .ersdio 
yifimst Io tadmreaq egstevs asdd tetse tg s tend vest odd at 


hetsool stew aguotg sys 40-02 bas CH-OH ent mt ebsed tiny el 


to taeo t8q 0.) :quo%g emcont revo bas 000,0L2 ed? at 


28 quotg 10-02 edt to Imes teq €.8 bas quot, C-O4 ond 


idl) .93s o% es batstinouwstttbay tmos T9q 0.2 of bersanos 
{stinstog edd to svidsxtenlir .(@ elds? OF .q 

eft aft sas dilw goatgnsdo ebeon yiibLwptl to sonaeultat 
ebsod yitmst [fs to tmes teq H.SS yloo riguodtis tsdt tost 
tobaw ect af bedseol stew alsybtvibat berlostisay bas 

489 T8q O,cc beatstaos quotg afd? ,.quorg emoont 000,S¢ 
bas @0 elsubivibat bsdostisay bas ebsed yilmst [fs to 

(#4 sfdeT .08 .g ~»btdr) .13v0 

trdiexd) .egs yd ansbLodetede to aotisgetgse oT -E8L 
("G" didtdxa) .aotisoube bas ,("A" didtdxd) .xee ("a 
yYbutea sgnsdoxd Noot? wroy wet edt yd bedqmetts moeed esl 

| ets sisb astbsasd) sidsxrsqmoo ou. .( IV xtbasqqA) 

to moatwsgmoo ord to eatasd sai ao dayortis eldsitsvs 
Molegtndue etd at ebsm eoitatretosysdo todasvat tedito: 


a% 
-vovine asthsas) s mort adfuest telimte Yoeqxe biuow ay 


Nethercut &é Young A ° 93 


Terente, Ontario 


In brief, the U.S. statisties show that shareownership is 
evenly divided between the sexes (again without reference 
to values represented); the highest incidence in share- 
ownership was noted in the 45-54 age group with an out- 
standing increase in shareownership recorded among minors 
(The New York Stock Exchange attributes this latter 
increase to new laws in all 50 States of the Union, 
designed to facilitate the gift of securities to minors ); 
among adult shareowners more than half have some college 
training (again this factor and the income factor are 
closely related), 
184, Regrettably, no Canadian studies have been 
conducted with a view to ascertaining the method of 
stock acquisition on a comparative -basis, Exhibit "¢" 
of Appendix VII shows the results of the New York Stock 
Exchange study in this sabera: It is difficult to 
estimate what a Canadian study would reveal, however, 
some similarity with the U.S. would be expected, The 
percentage of purchases through banks would probably be 
Smaller in Canada although this is by no means certain, 
Life Insurance Companies 
185. The extent to which the Life Insurance Industry 
constitutes a market for Canadian equities is, of course, 
limited by statute and by the investment policy of the 
various companies of which the industry is composed, 
The implications of recent amendment to the Canadian and 
British Insurance Companies Act will be considered in thi 
submission under section B as a factor influencing the 
demand for equities, 


186, The position occupied by equities in the 
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investment portfolio of the industry is summarized in 
Table 7. 

187. If we accept the admitted approximation that 
market values for the shares owned by Canadian Insurance 
Companies were double the book values shown in Table T 
the total value of Canadian equities in the hands of 

the Insurance Industry as of the end of 1960 becomes 
$220 million. Although the comparison may overstate the 
case somewhat, the minute position of the Life Insurance 
Industry in the Canadian equity market is apparent when 
if is recalied that the value of listings on our 
Exchanges at the end of 1960 totalled $43,582,816, 343, 
Admittedly, the value of the listed shares that qualified 
as legal investments under the Canadian and British 
Insurance Companies Act would produce 4 much smaller sum, 
Our estimate of the December 31, 1960 market value for 
these securities is $31,409,797,294. Any formula 
consistent with sound actuarial concepts designed to 
increase the percentage of Canadian common stocks in the 
assets of insurance companies from the present figure 

of 2,92 per cent (book value) would be unmistakably in 
the national interest, The problem relates as much to 
the supply of equities as it does to the investment 
policy of the insurance industry and the legal framework 
within which such policy must be developed, As a result 
of the relatively few "trust grade" investments 
available here, adequate diversification often becomes 

a goal difficult to attain in large portfolios limited 
to Canadian equities, In addition, certain "trust 


grade" markets are extremely sensitive to volume changes 
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so that large holdings of these securities must be 
disposed of over long periods of time to avoid artificial 
price changes which could become most pronounced under 
the impact of heavy selling or buying. fFhese "thin" 
markets are of great concern to the portfolio manager 
seeking flexibility. 

Trust Companies 
188, The wide range of investment activities in 
which Canadian Trust Companies are engaged enables their 
participation in the equity market under conditions of 
rélative freedom as contrasted with the restrictions 
imposed upon the Life Insurance Industry. While it is 
true that the various Provincial Trust Companies Acts, 
and the Federal Act, regulate the investments which may 
be made by the trust companies with regard to their own 
capital and guaranteed investment obligations, neverthe- 
léss many trusts are administered by these companies free 
of any restraint whatsoever except for the "prudent man" 
rule, The investment powers conferred by the appointing 
documents govern in these circumstances, 
189, Your Commission has already been supplied with 
statistical summaries that indicate the extent of the 
assets owned and administered by trust companies and the 
analyses of these under various categories, We do not 
propose to duplicate the submission of the Trust Companie 
Association of Canada in this regard, We would point out, 
however, that the percentage of common stocks in the 
portfolio of Trusteed pension funds administered by 
Trustees appears to be considerably lower when classified 


by the Dominion Bureau of Statistics. (Trusteed Pension 
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Equity Investments Held in Canada by Federally Registered Companies 


End of 1960 


Canadian Insurance United Kingdom United States and Other 
Companies Insurance Cumpanies Insurance Companies 


$000,000 % of total $000,000 % of total $000,000 % of total 
assets assets assets 
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Table & 


Classification of Assets by Type of Trusteed Fund, 1960 


Corporate Trustees 


Individually Pooled Pension Fund Individual Total 
Managed Societies Trustees 
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Plans Financial Statisties 1960 - Dominion Bureau of 
Statistics 1962, Table 10, p. 15) on a book value Gog 
than when reported by the Trust Companies Association on 
a market value basis, We are advised that the Association 
reported to your Commission that the range of investment 
in common stocks invested by corporate trustees under 
Trusteed pension plans would range between 20 per cent - 
40 per cent of the total portfolio on a basis of market 
value, Table 8 summarizes the Dominion Bureau of 
Statistics data and shows a total common stock investment 
of 11 per cent for individually managed trusts and 3.1 
per cent for pooled trusts both administered by corporate 
trustees, 

190, If the national data ultimately reveal 20 per 
cent - 40 per cent of the total fund assets to be in 
common stocks, the depth of demand for equities across 
the nation will increase tremendously as a result, 
Trusteed Pension Plans 

191, Tables 9 and 10 summarize the 1960 Dominion 
Bureau of Statistics data relating to the percentage of 
Trusteed funds consisting of Canadian stocks and non- 
Canadian common stocks, classified by size of funds, 

192. Table 8 has previously revealed that 8,4 per 
cent of the assets of Trusteed pension funds were 
invested in Canadian stoeks and non-Canadian common 
stocks in 1960, This compares with 7.9 per cent in 

1959. An inerease of 6 per cent in the total amount 
of these securities is indicated for the period 1959- 
1960. It is noted that, during both years, funds rang- 


ing between $1,000,000 - $4,999,000 invested a larger 
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percentage of their assets in Canadian stocks than did 
the other size categories analyzed. 

Investment Companies and Mutual Funds 

193. The Investment Dealers' Association has sub- 
mitted a review of this industry in its brief tabled 
before your Commission. We will not duplicate this 
thorough description. 

194, The remarkable growth record achieved by mutual 
funds is vividly portrayed in a recent industry survey. 
This authoritative study revealed that the market value 
of Canadian common stoeks owned by Canadian mutual funds 
as of December 1951 totalled $42,901,346. These holding 
increased to the extremely significant total of 

$485 ,003,425 by December 31, 1961, Preferred and common 
Stock holdings at market totalled $688.8 million as of 
March 31, 1962. This compares to $260.7 million of the 
same class of securities as of March 31, 1957. Clearly 

@ substantial demand for equities is being stimulated by 
these funds, 

195. No information is available as to the equity 
holdings of non-resident owned funds although, according 
to industry officials, organizations are known to be 
disposing of their Canadian holdings in favour of 
European equities, 

196, Canadian closed-end investment companies as 

at the end of 1961 held slightly in excess of $150 millio 
(market value) of Canadian common shares, Canadian 
investment holding companies at the same date held $200, 
million at market value in Canadian common shares, It is 


conceivable that the large percentage represented by 
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corporate transactions appearing in the transaction 

study by our Exchanges may be accounted for by these 
companies increasing their equity position at favourable 
prices following the market sell-off during May. 
Industrial Corporations 

197. There are no statistics available as to the 
equity transactions of corporations whose primary functio 
is not dealing in securities, One would expect that 
these would ordinarily constitute a small percentage of 
the equity market. The investment accounts of these 
entities consist in the main of debt securities by varyin 
maturity issued by Canadian political units and high grad 
bonds of other corporations. These investments consist 
of funds, temporarily idle in terms of the corparate 
undertaking, from which income is desired. In most 

cases these funds will be transferred from the investment 
account of the corporation after a relatively short 
period to be utilized as operating assets such as. 
inventory or new plant or to meet dividend, tax, and 
other cash outlay demands of an intermittent nature, 

Only under unusual circumstances will equities be 
acquired by industrial corporations because these would 
ordinarily fail to meet the requirements of liquidity 

or short term immediate income fiow generally required, 
The acquisition of equities by industrial corporations 
usually stems from the desire of a holding company to 
enlarge its position, or the unique situation existing 

in certain industries from time-to-time where Surplus 
funds and specialized knowledge are combined to acquire 


an equity interest in complementary enterprises for 
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investment purposes. 


Stock Brokers and Security Dealers 
eee ee YOR IES 


198. Exhibit "G" of Appendix IV represents the only 
data available as to the equity purchases by members of 
our Exchanges other than the results of our first trans- 
action study (Exhibit "A" Appendix IX). The implications 
of both sets of data are obscured by arbitraging practices; 
however, it is safe to assume that we are considering a 
market component of negligible importance in the overall 
demand for equities in Canada, 

199. There are no statistics available with regard 
to equity purchases by investment dealers, The under- 
writing responsibilities of this group will require 
dealers to take a position as principal in various stock 
issues from time-to-time and, accordingly, their equity 
holdings will exceed those of the brokers by a substantia 
margin. Certain houses purchase securities for invest- 
ment purposes; however, once again the size of this 
demand is insignificant in terms of the available 
equities, 

Miscellaneous 

200, Various entities such asprivate investment 
trusts, University Ednowment Funds, and other fiduciary 
groups that purchase Canadian equities cannot be 
classified under any of the foregoing components. 

201. These are not believed to be of significant 
Size and perhaps the largest single group are the 
investment clubs whose aggregate investment in Canadian 


equities has been estimated at $10 - $20 million, 
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1 B. Legislative Factors Influencing 
the Demand for Equities 

; B-1 General 
3 

201, We have restricted our consideration of the 
’ factors which influence the demand for equities to those 
: of legislative origin. The impact of economic factors 
P upon the stock market has been the subject of extensive 
; research and editorializing. Consequently, any comments 
; of ours would contribute little to the understanding 
: of the basic economic forces that stimulate or depress 
g security prices, Instead we have reviewed those stimuli 
2 which may be utilized by various governmental bodies to 
* shift or intensify the demand for equities, 
13 


14 B-2 Legislation Regulating 
Institutional Buyers 


‘ insurance Companies 

. 202. Sweeping amendments to the Canadian and British 
v Insurance Companies Act and the Foreign Insurance 

, Companies Act were enacted in 1961 for the purpose of 

‘7 widening the investment powers of insurance companies in 
* Canada, These were the first comprehensive revision of 
P Canadian insurance legislation in ten years and it was 
9 predicated that a substantial increase in the demand for 
a Canadian equities would result, 

* 203. Briefly, the amendments established the 

P authority for insurance companies to issue variable 

* annuities backed up with segregated funds which could, 
. + te ieesataeed policy ordained, consist entirely of 

4 common stocks provided that these meet the qualitative 
29 


requirements of the Act, 
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In addition, although the percentage of assets 
which a life insurance company may invest in common 
shares (exclusive of segregated funds allocated to 
variable annuity contracts) remains unchanged at 15 per 
cent, the limit is prescribed in terms of the total 
assets of the company rather than, as formerly, the 
total ledger assets, Ledger assets include stocks, 
bonds, mortgages, real estate, policy loans and cash, or 
about 98 per cent of the company's total assets, Non- 
ledger assets inelude such items as due and accrued 
interest, outstanding premiums and other accounts 
receivable, The investment powers of these companies 
were broadened with respect to other assets; however, 
these changes are not pertinent to the subject under 
review. 
205. In the light of the industry's relatively 
small investment in equities, we would expect an increase 
in the annual participation of life insurance companies 
in the equity market over the net additions of $10 
million made in 1960 to take advantage of these new 
legislative provisions. However, our discussions with 
industry officials have produced opinions in support of 
the contention that no spectacular increase in demand 
can be expected, Most companies will not increase their 
equity participation because of changes in the "15 per 
cent rule" and the variable annuity progvams of all 
companies are developing slowly. A large number of 
companies will encourage split-funding of pension plans, 
thereby reducing the impact of the variable annuity 


concept upon the equity market. This is not unexpected 
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Terente, Ontario 
Since even the Trasteed pension plans with their broad 
investment powers invest relatively small percentages 
of their total assets in common stocks as revealed by 
Table 8, 9 and 10 of this submission, 
206, There are no statistical forecasts available, 
however most industry officials agree that during the 
next few years the increase in demand for equities as 
a result of the aforesaid amendments probably will not 
exceed $10 million per annum. Initially, increases of 
$2 - $4 million per annum are expected, 

Trust Companies 
207. We support the recommendation made to your 
Commission by the Trust Companies Association of Canada 
that the Trustee Acts of the various provinces should be 
amended to permit trustees acting under appointments 
limiting investments to those authorized under provincial 
law to invest in equities which meet the qualitative test 
of the Canadian and British Insurance Companies Act. We 
further agree that legislation governing the investment 
of guaranteed funds held by Trust Companies should be 
liberalized, 
208, It is not in the interests of the beneficiaries 
of trusts subject to provincial Trustee Acts that common 
stocks should be barred from the trust fund thereby 
depriving such beneficiaries of any inflationary hedge 
whatsoever. 
209. It is not’ expected that the liberalization of 
these enactments will result in a substantially increased 
demand for Canadian common stocks, The amounts involved 


in trusts of this type are not large, and most of the 
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Terente, Ontarie 
trusts were constituted many years ago. Perhaps not 
more than $1 - $2 million per annum in additional equity 
purchases will result at most, However, it is urged 
that archaic laws which treat equity investment with 
a concern almost amounting to hostility have done much to 
engender suspicion toward Canadian stoeks on the part of 
the general public and even the institutional buyers. 
B-3 Taxation 
Personal Income Tax 
210, As we have established in our analysis of the 
individual publie segment of equity markets, the share- 
owning Canadian is a member of a very small high income 
elite, It follows that, from the standpoint of the flow 
of equity capital from private investors to business, the 
investment decisions of individuals in the upper income 
and wealth classes are of overwhelming importance, Our 
analysis indicates that these are: 
a ) the group in the population which has 
the capacity to invest in business 
equities in large amounts, and 
b) the group which is disposed to do so. 
arr, Changes in the tax structure over the past 20- 
25 years have substantially reduced the capacity of upper 
bracket individuals to accumulate new investable funds; 
however, their remaining capacity is still very large - 
much larger according to our findings than is popularly 
supposed. 
212. The effects of taxes upon the investment 
policies of individuals have not been studied in Canada. 


In general we believe that taxation here has had the two- 
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fold effect of reducing the incentive of individuals to 
invest and of curtailing their capacity to do so. In 

the U.S.A. extensive research has taken place in this 
area and the results have indicated that the influence 

of taxation upon investment decisions varies from income 
group to income group. One study revealed that less than 
a quarter of the individuals with incomes of under 
$5,000 were influenced in their investment decisions by 
tax considerations, as compared with over 90 per cent 

of the individuals with incomes of $100,000 and over. 
Over 50 per cent of investors earning between $8,000 - 
$10,000 per annum were influenced by taxation and nearly 
four out of five equity buyers moved into more venture- 
some investment positions because of taxes, (Effects of 
Taxation Investment by Individuals - J.K. Butters, L.E. 
Thompson, L. Bollinger - Division of Reaearch - Graduate 
School of Business, Harvard University, 1953). ‘The 
effects of the U.S. capital gains tax are thus under- 
scored. 

2L5. The absence of a market for preferred shares 

in Great Birtain is generally attributed to the favourabl 
tax treatment afforded common stock dividends and the 
lack of similar credits for preferred dividends in that 
country. 

214. It would be possible, of course, to devise a 
series of loss off-sets which would constitute a strong 
investment stimulus, This is currently being attempted 
in Australia. If unrestricted deductibility of ali 
investment losses were applicable against taxable income, 


the resultant subsidy to risky investments would have a 
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pronounced effect in the demand for these equities, 
However, without a capital gains tax the cost in terms of 
the equity of the tax structure would be great, and we 
are of the firm opinion that a Canadian capital gains 

tax would be a deterrent to increased investment flows. 
215 3 The moderate and evolutionary progress of recen 
years manifested by our economy is far from adequate to 
meet the needs of an expanding population. Immediate 
action is required to encourage a more free system of 
enterprise by stimulating competition among finaneial 
institutions and removal of restraints on the flow of 
savings and investments under proper safeguards, thereby 
enabling a faster response to sincatubeneisiiican' Our 

tax structure is clearly in need of examination in the 
context of the Canadian economy rather than a revision 
based upon imitation of practices elsewhere and political 
expediency. 

216. Ideally our tax structure should encourage 
greater participation by Canadians in equity securities 
and more foreign participation in debt financing, It is 
suggested that the dividend tax credit should be increase 
from the present twenty per cent. We doubt that a slidin 
scale of tax credit for dividends based upon income 
(whereby the dividend credit decreases as taxable income 
increases) would have the effect of increasing the 
percentage of individual shareholding groups as is 
sometimes suggested, The studies cited above indicate 
that the low income groups are not:especially influenced 


in their equity purchases by tax considerations. 
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Terento, Ontario 
Corporation Income Tax 
arr There have been urgent and important public 


discussions and analyses by taxation experts with respect 
to the need for a complete revision of our corporate 

tax structure, We do not intend to explore these 
subjects for the purposes of this submission sinee your 
Commission has already received a wealth of information 
in this regard, We do concur that the double taxation 

of corporate profits is inequitable and that an exhaustiv 
study should be commenced forthwith. This would enable 
lawyers, accountants, economists and the business 
community to illuminate the defects in present 
legislation and submit recommendations leading to an 
expeditious revision thereof. It is to be deplored that 
an increasingly heavy burden of taxation is destroying 
the incentives of the creative segment of our population, 
At the same time the complexities of a maze of intricate 
legislation drains off professional and business taient 
that would be more usefully employed in activities that 
are productive in terms of economic values, 

218, In the past our tax structure has even favoure 
the foreign investor over Canadians in certain industrie 
(notably the oil industry), thereby placing the Canadian 
enterprise at a competitive disadvantage, The cost in 
terms of Canada's economic future is immeasurable, 

219. We approve of the recent amendments to the 
income tax act requiiring Canadian registered pension 
plans and Canadian investment companies to derive 90 

per cent of their income from Canadian securities as the 


price of receiving favoured tax treatment. We are 
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concerned that comments in a recent budget speech might 
presage interference with the latitude of decisions 
énjoyed by the managers of Trusteed pension plans in the 
acquisition of Canadian equities, The mutual funds and 
She pension trusts, as previously pointed out herein, 
have demonstrated a remarkable growth capacity and 
broadened the demand for Canadian equities to a 
Substantial degree, This is a most desirable trend, 
220. Dividends paid by a wholly-owned Canadian 
corporation to ifs non-resident parent formerly qualified 
for a low tax rate of five per cent, Further, if the 
non-resident parent company was a U.S. company it only 
needed to own 51 per cent or more of the stock of the 
Canadian company in order to qualify for the five per 
cent rate, This rate was increased in 1961 from five per 
cent to 15 per cent, in respect of any dividends paid 
after December 20, 1960, Similarly, interest paid by 

a Canadian corporation to independent non-resident 
lenders formerly was exempt from Canadian tax in 
specified circumstances. This exemption was also with- 
drawn with respect to bonds issued after December 20, 
1960, There would seem to be a general feeling that, 
apart from penalizing foreign owners of Canadian 
subsidiary corporations, the interaction of the various 
forces will cause the economic consequence of this 
policy to find its own level. That is to’say, in time 
if will probably cost Canadians more to borrow abroad 

so that interest rates will increase in order to offset 
the decrease in net return to the foreign lender, In 


addition, it might just be that prices of goods 
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manufactured by Canadian subsidiaries will increase in 
order to offset the decrease in net return to the 

foreign parent, These considerations are, -of course, 
pure speculation, but they should not be overlooked when 
considering the effects of these changes, 

22h By and large, the elimination of the reduced 
rate of non-resident tax on dividends has affected parent 
companies only, and the elimination of the exemption with 
respect to interest has seriously affected only those 
lenders in foreign countries who pay iittle or no tax 

to the foreign country. Where these conditions are not 
met, it is generally assumed that what goes into the 
Canadian treasury comes from the treasury of the foreign 
country through the operation of foreign tax credits, 
With respect to parent companies in the United States 

and countries not having a Tax Convention with Canada, 
the increase in the non-resident tax is absorbed 
directly by the parent company. This arises out. of the 
fact that dividends received frum foreign subsidiaries 
are fully taxable in such countries although a tax credit 
for foreign taxes is allowed in the case of the U.S. 

As this credit embraces the income tax payable by the 
Canadian corporation itself, no U.S. tax is generally 
eéxigible on such dividends. Assuming a complete 
distribution of a11 Canadian profits, the taxes payable 
to Canada formerly amounted to approximately 5es per 

cent of the Canadian profits (50 per cent plus five per 
cent of the profits after taxes). As the U.S. corporate 
imcome tax rates approximate 52 per cent, no additional 


tax arose in that country. The increase in the none 
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resident tax from 5 per cent to 15 per cent simply meant 
that the parent companies had to absorb the additional 
tax themselves, since, with the 5 per cent rate, the 
foreign tax credit limitation had already been reached, 
222. Foreign reaction has been unfavourable and 
under the pressure of the added tax burden foreign 
investors have reduced their investment flow into this 
country, and devised intricate means of withdrawing 
funds without the payment of any tax at all in some 
cases, We recommend the immediate repeal of these 
amendments and a return to the law as it was before 
December 20, 1960, 
Federal Estate Tax and Succession Duties 
223. In our view, the Federal Estate Tax and 
Provincial Succession Duties Acts do have some effect 
on the mobility of capital, This effect is the result 
of: 
a) the fact that only Ontario and Quebec 
mong the ten provinces levy succession 
duties; 
b) the formulae for determining situs of 

shares for estate tax and succession duty 

purposes differ. 
224, For federal purposes, securities forming part 
of an estate are domiciled in the province where the 
deceased resided if there is a transfer agent in the 
province. If there is no transfer agent in the province, 
the shares are domiciled in the nearest province in 
which there is a transfer agent, For provincial 


purposes, the situs of shares is determined generally by 
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a decision as to where the securities can be dealt with 
effectively. If the issuer has a transfer agent in the 
province where the deceased resided, then that province 
would be the situs. If the issuer has Re haierey office 
in the province of residence, then other factors would be 
taken into consideration but the chief factor would be the 
place in which the shares were actually dealt with, 

225. The Federal Estate SE RE allows a 50 per cent 
Sax credit on assets located in the provinces of Ontario 
and Quebec, Situations do arise where the tax credit 

is available for federal purposes when a lesser amount or 
no succession duty is payable due to the difference in the 
Situs formula, The opposite situation also arises where- 
upon succession duties are paid to Ontario and Quebec but 
no federal tax credit is available. 

226. Obviously some purchasers of shares will tend to 
arrange their affairs so that pitfalls are avoided and 
advantages are secured, A British Columbia investor, or 

a Maritime investor, is less likely to buy shares of a 
company with no transfer office in his province especially 
if the only transfer office is in Ontario or Quebec. A 
wide range of examples might be developed but it seems 
fair to conclude that the estate tax and succession duties 
do affect the location of transfer offices and in that way 
the mobility of capital. 

oats Quebec and Ontario are the only provinces in 
Canada where a tax is levied on the transfers of shares, 
bonds, debentures and debenture-stock, 


228 ; Both provincial acts provide that the transfer 
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tax applies: 
a) upon every change of ownership of a 

security consequent upon the sale, the 

transfer or the assignment tkereetns 

made in the province or carried into 

effect in the province. 

b) upon every order given in the province, 

for the sale, transfer or assignment 

of a security, when such order is to be 

executed outside of the province, 
229. Thus, residents of Quebec who sell securities 
in Ontario through a broker's office in Quebec are 
subject to both Quebec and Ontario taxes and the same 
situation applies to résidents of Ontario who dispose of 
securities in Quebec through the office of a broker in 
Ontario. 
230. The Quebec Security Transfer Tax Act provides 
that, where a sale of a security is subject to a tax out- 
Side the province, as well as a similar tax in the province, 
the provincial treasurer may make an allowance from the 
duties payable in the province provided that a recippocal 
arrangement can be made with the outside jurisdiction. 


257. The same provision is made in the Ontario 


Transfer Tax Act, but so far we have been unable to 
effect an arrangement for cancellation of this duplicate 
tax between the two provinces. 

232. In view of\the fact that these taxes are such a 
small percentage of the total revenues of the provinces, 
and considering the extensive enforcement machinery 


necessary, we feel that this tax is more or less a 
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nuisance tax and could well be eliminated, 

Stock Exchange Tax - France 
233. Although not a factor in the demand for equities 
it seems appropriate at this juncture to consider a 
situation with respect to a tax imposed in France which 
has had the effect of diverting transactions from our 
Exchanges to the United States. 
234, Under the provisions of the Law of April i, 
1893, purchases and sales of securities are subject to a 
special tax usually called "Impot Bourse" which is, in 
fact, a stamp duty charged on ali contracts which Stock 
Brokers and Banks must make for each transaction executed 
by them, 
235) Irrespective of their origin (domestic or 
foreign) or of their form (registered or bearer), all 
listed and unlisted securities except Rentes are subject 
to this special tax, 
236. On cash transactions, the rate of tax on shares 
is 6 per cent (six per thousand) and on bonds 3 per cent 
(three per thousand). On the "Marche a Terme", the rates 
are respectively 3 per cent and 14 per cent, Tha tax is 
charged to both the buyer and the seller. 
a However, under the terms of one of several 
amendments made in June 1956 to the reciprocal tax 
convention between France and the United States, Stock 
Brckers and Banks in France are not required to collect 
the "Impot Bourse" on purchases and sales of securities 
or commodities made in the United States, This 
particular amendment is known as Article 13A and the 


following is a free translation of its text as published 
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in the Journal Officiel de la République Francaise of 
February 14, 1958: 
"ARTICLE 13A 
238. The transactions having as an object the 
purchase, sale or exchange of shares, bonds and other 
securities or of commodities, for which orders are given 
in one of the contracting States for execution on a Stock 
or Commodity Exchange of the other contracting state, are 
exempt in the first State from stamp duty or from ail 
Similar duties to which such transactions would normally 
be subject", 
239. Since this amendment came into force in 1958, 
an ever growing number of Banks and Stock Brokers in 
France have had their orders to interlisted Canadian 
securities executed in the United States in order to save 
their clients this "Impét Bourse", This has resulted in a 
considerable loss of business for Canadian Stock Brokers 
and a corresponding loss of volume for Canadian Stock 
Exchanges, 
240, In order to remedy this situation, a similar 
amendment would have to be made to the reciprocal tax 
convention between Canada and France, 
Miscellaneous Matters 
isclosure Acts 
241, It has been frequently urged by Chartered 
Accountants, Security Analysts, and other persons 
concerned with gaining insight into corporate operations, 
that the public should have access to financial inform- 
ation adequate to permit complete analysis and comparison 


of these entities, Consequently, we have carefully 
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considered The Corporations and Labour Unions Returns Act 
in order to ascertain its implications in this regard, 
2ue, Essentially we approve of the legislation as an 
important milestone in the progress of diver eadse 
legislation, However, we recommend that the Act should 
be amended to permit public access to the financial 
returns required as "Section B" information in the Act, 
It is our hope that regulations promulgated under the Act 
with respect to the form of financial statements, will 
require these to be full and complete and in accordance 
with the requirements of sound accounting and analytical 
practices, 

243, The intensified flow of corporate information 
that would result from the foregoing will create greater 
investor confidence which will, in turn, tend to improve 


the demand for equities over the long term, 
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PART IV 

TRADING PATTERNS 
A. General 
euy, The first transaction study ever conducted by 
the Montreal and Canadian Stock Exchanges took place in 
June of 1962. The purpose of the study was to determine, 
during a representative period, the investor composition 
of the daily trading volume handled by the Exchanges, 
Members were requested to record all of their transactions 
during the 4th, 15th and 27th of June on specially desicne 
I.B.M. cards which were subsequently processed elect- 
ronically and tabulated for analysis. An extremely high 
participation followed and, as a result of the cooperation 
of all concerned, we are confident that the statistics 
provided herein are fully representative of the trans- 
actions which occurred during the period under review, 


The data have been organized in tabular form as Appendix 


us, The significance of a study of this kind is 
fully apparent only after several years when a series may 
be developed and a trend analysis becomes possible. 
Random fluctuations may be eliminated only after such a 
series has been accumulated and we are uncertain as to 
what distorting effect the severe market gyrations of May 
might have had upon the results of our survey. Therefore, 
for Canadian purposes, our present statistics are 
Significant only for, purposes of comparison with U.S, 
Gata, and as a record of trading patterns for June of 
1952 on the Montreal and Canadian Stock Exchanges. 


246, On September 13, 1961, the New York Stock 
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Exchange recorded its eleventh Public Transaction Study, 
the results of which appear as Appendix X to this 
submission. The preamble to the analysis of this study 
observes that it was conducted at a time when "national 
concern ran high over the Berlin crisis and the Soviet 
Union's resumption of nuclear bomb testing. Stent tematly, 
the study indicates that international tensions produced 
no unusual effects on trading at the Exchange".  Aithoug 
nearly a year has elapsed since this study was made, we 
suggest that the order of magnitude represented by the 
relationships involved might usefully be compared with 
our own results, 

B. Major Sources of Share Volume 

OUT. Our survey revealed that the share volume 
represented by individuals was markedly larger than that 
represented by institutions (Appendix IX, Exhibit "A"), 
Table 11 compares the sources of volume on a percentage 
basis for both Canada and the United States, The divergen 


relationships are striking in two divisions. 


Table 11 
Share Volume as a Percentage of Total Volume, 
Montreal and Canadian Stock Exchanges - June, 1962. 
Public Individuals Institutions and Exchange Members 
Intermediaries and Others 
50.4% 19.8% 29.8% 
New York Stock Exchange - September 13, 1961 
51.4% 26 2% 22 4g 
248, The substantial percentage of total transaction 


represented by Exchange members and the small percentage 


credited to institutions is a departure from the 
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1/ relationships noted in the U.S. results, The transactions 
2) for public individuals in both countries are almost 

3] identical on a percentage basis. The percentage 

4| attributable to members and unknown traders is higher 

5| than that ever attained in the U.S.A. This is almost 

6] certainly the result of the substantial number of these 

7| transactions attributable to arbitraging practices on our 
8| Exchanges. 

9| 249. Exhibit "E" of our survey analyzes the components 
10|/ of the institutional investing group. The relatively 

11] low percentage of 2.4 per cent for Insurance Companies 

12|| was expected but only 5.7 per cent for Mutual Funds was 
13|| contrary to expectations. Corporate individuals are 

14| included under the heading "Others" in Exhibit "E" 

15] together with private pension trusts and miscellaneous 

16|| non-individual units, The public sector after heavy May 
17 selling may have reacted to acquire shares at bargain 

18 prices, In any event it did not lack the confidence to 
19 return to the market, and hence the large volume produced 
20 by that group. 

21 250. The need for additional surveys of this kind is 
22 vividly underscored by these comparisons. 

ay 621. Exhibit "A" of Appendix X reveais dramatic 

24 evidence of the growth on a percentage basis of 

25 institutional business in the U.S.A. compared to the 

26 volume of transactions entered into by public individuals 
27 This contrasts with\the Canadian relationships. 


28 C. Public Individuals' Share Volume by Investment 
Motivation 


252. It is a matter of some difficulty for a member 
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to determine the investment motivation which prompts an 
investor to buy or sell shares, In those cases where 

the shares have been held for an individual by a broker 
ina customer's account the duration of the investment 
may have been the reverse of what subsequent transactions 
would imply. The problem is compounded when an investor 
Simply places a "buy" order and departs with his shares, 
or deposits shares for immediate sale, Thus, our Exhibit 
"D" of Appendix IX nedeesagit? contains a high percentage 
of unknowns, We have therefore prepared Table 12 on the 


basis of known motivation. 


og So 2 Se a ca AE A RITE Se cin ba hG te MN Pee 8 
Table 12 


Motivation of Public Individuals! Share Volume 
nn ae a erase AO AE We 


Montreal and Canadian Stock Exchanges - June, 1962, 
ee eee ee ees hI 


Trading 


Long Term Investment Short Term Investments 
Under 30 days) 


(Over 6 months ) (1. %e 6 months ) 


35 .2% 35.7% 29.1% 


New York Stock Exchanges - September 13, 1961 


62.0% 28 .5% 9.5% 


253. Exhibit "B" of Appendix X disciosed that the 
U.S. relationships from a motivation viewpoint have 
fluctuated to a slight degree, and never have relationships 
approaching those discovered by our survey occurred in th 
U.S. data during the past eleven years, Although the 
stock market has never declined so dramatically during 


the past eleven years as it did last May, we are inclined 
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to discount the influence of this factor from a 
motivation viewpoint, 

254. Perhaps the most palatable solution for the 
riddle of the emphasis on short term and trading 
transactions in Canada would relate to the absence of a 
"Capital Gains" tax here, The U.S. investor is always 
conscious of the vastly greater tax imposed upon market 
profits resulting from sales of securities within six 
months of purchase. One is reluctant to accept the 
other possible answer since it must advance the theory 
that Canadian public individuals are largely short term 
speculators, whereas the innate tendency of Americans is 
to invest for the "long pull". 

255 It must not escape notice that the assessment 
of motivation requires a good deal of subjective 
reasoning on the part of the broker for the purposes of 
both of these studies, 

D,. Public Individuais' Share Volume by Income Group 

256. The Montreal and Canadian Stock Exchanges 
survey does not include an analysis of the public 
individuals! transactions on the basis of the personal 
income received by the investor. It was doubted that the 
information available to us would be adequate for even 
the most general assumptions. 

257 « The New York Stock Exchange has, however, 
attempted to analyze the public individual segment by 
broad income categories, The results appear in Appendix 
X as Exhibit "c", These compare most favourably with the 
conclusions reached in section 2 of this submission 


with respect to shareholder's income as a factor in stock 
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ownership. 

258. The New York Stock Exchange results indicate 
that the preponderance of public individuals! share volum 
came from persons with annual family incomes of $10, 000 
and over -- almost 78 per cent, 

259. Investors with annual family incomes of 
$10,000 to $25,000 accounted for 41.9 per cent of the 
public individuals' share in September 1961 study. This 
was a new high in the eleven years during which the New 
York Stock Exchange has conducted these surveys. This 
figure plus the 35.9 per cent accounted for in the over 
$25,000 bracket shows that these two income groups 
accounted for nearly four out of five shares bought or 
sold by Public Individuals, 

E. Public Individuals! Share Volume by Sex. 

260. The analysis of this element in our survey take 
place in Exhibit "B" of Appendix IX, The New York Stock 
Exchange results are recorded as Exhibit "D" of Appendix 
X. Our study is somewhat more comprehensive in that it 
compares the relationship between male and female at 
varying ages, The far larger percentage represented by 
females at the very young ages is significant, The joint 
account category is negligible and it appears that after 
marriage most of the families' share transactions go 
through the husband's name, 

261. The results show the Canadian total relationshi 
to be 82.5 per cent\male and 15.9 per cent female, The 
U.S. produce a much higher percentage of female investors 


- 28.3 per cent with the males still predominating with 


71.7 per cent, 
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262. The influence of the Quebec Civil Code in our 
trading region no doubt plays an important part in the 
reduced female percentage, However, sociological 
studies continually reveal that the wesuraene enjoys a 
greater independence than her Canadian counterpart in 
many area, 

F. Public Individuals! Share Volume by Age 

263. Our Exhibit "B" is also intended to segregate 
shareownership into categories based upon age. This 
Exhibit, and New York Stock Exchange Exhibit "BE", are 
summarized and compared in Table 13, 

2 en a RL RE Tis See nett Ls. 2“ Seen ha Pa a ph 
Table 13 


Public Individuais' Share Volume by Age 
Montreal and Canadian Stock Exchanges - June 1962 
ee ee EOC BACROREES — June 1952 


Under Age Age Age Age 
25 25 - 44 45 ~ 64 65 and over 
1.2% 42.8% 50.2% 5 .8% 


New York Stock Exchange - September 13, 1961 
i Ra Mad tin ie ie a ante tt ached Alea it 


1.4% 29.4% BY Ag 14.8% 


264, The percentage of Canadians in the 25 - 44 age 
bracket dealing in shares in the trading area of our 
Exchanges was notably higher than the similar group in 
the U.S.A. However, the 65 and over group did not trade 
to the same extent as the group surveyed in the U.S.A. 
The other two groups are represented by similar percent- 
ages in either country. In both countries investors 
over 45 accounted for the largest percentage of Public 


Individuals! Share Volume. 


ve ae ye 


ayo mt sbod Livi osdenp ona to sonsut tat iadboats 


edt at ors insivogmb os aysiq tduob om cotger gntbent 


- egstmeorsq elLemel. beovber 


Lsotgolotooe ,1evyewoH 
8 syotas winnie thts odd Jedd sever sineesatecmeinl ae 
| nt t¢asqusdavos mstbsasd ted ged? sonsbaoeqesbat iusdiserg 
| .88%S YASsM 
ogA yd smuloV ewsde talsubivibnt otidud .f 

ategovgece of bebrednt coals at “a" dtdidxd wa0 .€98 4 

ard? .8gs aogu bsesd estwogetso otat qtdarsnwostsde 


ers , a" tidtdea esasdoxe soote Mu0Y wet bas ,vidtdxd 


-£f efidsT at bewtsgses bas bostrsmmve 


Ff sfids? 


egA yd smelLoVY essic ‘elseybivibalL ofideud 
SoQl smut ~ Begasdoxd soode astbsasd bas [sextnoM 


9gA agA agA 934 tebaU 


wev0 bas a 43. a Pi ase las 
®8.8 RE.08 88. Su RL | v 


foe .€f wedmetge2 - sgnerloxd Moot anoy wo 
RB. HE ee He ef,es PAE 


A nee NAAN RN nd ANE NNER Sl AIM AMA BANE NMI A RN NT eR TN NN RN ARR TA A Som } 


ogs A. GS ond mt enstbsasd) to sssatnsoreq sAT Has 
aso to S9x%8 gntbsad sdd af esrsrle ok gntteeb dexosid 

mi quoTs netimts edd madd corigict yldston esw eegnsdoxt 
ebsid Joa bE qsorg rave bas = ont "alain A. aU oa 


-A.a,.U edd mt beysvuwe quot: edd as nedxe omse ont? of 


-insomeq wslimte yd bedasseugqex 55 aan owd tedto oa 
etotdaovat BOltdanoo diod al hes sages ct pene 
oiidud to BUS HNIeRG snag. act 7s besauios08 au ate 
emu LoV STBHe "elevbivibat 

a Sates PN hapa 


EN easy as 
7 


Nethercut &é Young A ° 125 


Terento, Ontario 


G. Margin Volume of Public Individuals Compared with 
Total Volume, 


265. Margin transactions as percentage of total 
Share Volume may be derived from Exhibit "Cc" of our surve 
and Exhibit "F" of the New York Stock Exchange Study. 
266. In the U.S.A. 16.3 per cent of the transactions 
were on margin, the lowest for any date since the 
original study in September 1952, Our survey showed 
that 20 per cent of the volume of public individuals 
Surveyed were on margin. The larger figure may be 
accounted for by the more generous margin requirements 
prevailing here as compared with the American regulations 
in force during September of 1961, The recent relaxing 
of margin requirements in the U.S.A. will probably aiter 
this relationship. 

267. Exhibit "Cc" of Appendix IX also compares margin 
transactions as a percentage of the known transactions 
categorized by age groups, The comparatively higher 
percentages for the older groups perhaps reflect the 
confidence arising from larger incomes, although this 
would not be true in the case of the 25 - 34 age group 


where a speculative factor may be present. 


H. Conclusions 

268. It is far too early to attempt to draw final 
conclusions with respect to variations between trading 
patterns occurring on our Exchanges and those reflecting 
the volume of transactions recorded by the New York 
Stock Exchange. 

269, At this stage we are intrigued by variations 


in the motivation and margin patterns, since these 
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resemble what one would expect because of differences 
in the laws of both countries at the time the surveys wer 
conducted, Nevertheless the trading segment represented 
by short term traders in Canada was uncomfortably large. 
Perhaps present economic uncertainties might account for 
this, and our next survey may reveal a larger "investing" 
group of public individuals, 

SUMMARY 
270. While admitting that the available statistics 
lack the precision and the scope that would be achieved 
through a comprehensive survey specifically designed to 
study the individual Canadian shareholder, nevertheless 
it is submitted that the data we have reviewed is adequat 
to justify certain generalizations, 
278 . It is clear, regardless of what the exact 
percentage may be, that the shareowning segment of the 
public is extremely small indeed, This is equally true 
for both Canada and the U.S.A. although it appears that, 
as a percentage of income earning units, the shareowning 
base may be slightly larger in Canada, 
od Although many factors influence the individual'! 
propensity to acquire publicly traded shares, in the 
final analysis his income level through its influence 
upon his need for liquidity and his net worth is the most 
decisive of all. There are patterns of ownership 
discernable when viewed from the characteristics of age, 
education and occupation, but even these are entwined 
with the income factor. 
273. The Quebec investor does not appear to be more 


conservative in his portfolio allocation than does his 
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Ontario counterpart, however, there is a much smaller 
shareownership in Quebec at different levels of personal 
income than exists in the rest of Canada. 

274. There is very little difference between the 
investing public in the United States and Canada, 
Allegations of undue conservatism against the public 
investor in Canada seem to be unsupported by the availabl 
evidence, The income level in the U.S.A. and the net 
worth of individuals as a percentage of total population 
range higher than in Canada, The U.S.A. market is 
obviously larger and more easily serviced, However, when 
each segment of the investing public is compared, the 
U.S. and Canadian groupings do not demonstrate any 
notable divergence. 

275% Although a trend analysis has not been 
attempted for Canada, probably such a study would have 
produced results similar to those contained in the New 
York Stock Exchange Survey of Shareholders (Appendix VII)|, 
276. The greatest problem with respect to the 
individual public shareholder is that of encouraging 
greater participation by the $5,000 - $7,000 income 

group in the stock market, Thus far, mutual funds have 
appeared to be the most effective method of diverting 
the personal savings of this group into equities, 

2774 Recognizing this need, the Montreal Stock 
Exchange instituted a Monthly Payment Plan whereby 
investors may purchase stocks listed only on the Montreal 
Stock Exchange up to a total maximum of $1,000 on a 
basis of 20 per cent down and the balance in eight 


monthly installments, Since the inception of this Plan 
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in April 1961 indications are that it has not been 

widely accepted by the investing public, This is ate. 

im some degree, to the unwillingness of many of the membe 
firms to éncourage this type of equity purchase by their 
clients because. of the. additional record keeping involved 
and small rémuineration derived therefrom, 

278. The equity ownership of the life insurance 
industry is relatively smail when contrasted with the 
position occupied by the Trust Companies and Mutual Funds 
This is due in part to statutory restrictions, investment 
policy of the various companies, and actuarial necessity, 
It. is hoped that recent changes in the Canadian and 
British Insurance Companies Act will encourage insurance 
companies to expand their activities in the equity 
market, 

279. The various provincial trustee acts should be 
liberalized with respect to the qualitative requirements 
of equity investments, This would enable Trust 

Companies to invest larger percentages of certain trust 
funds in equities. 

280, The tax ree ae of Canada requires immediate 
and serious study in order to develop incentives and 
produce monetary encouragement for those segments of 

Che population best equipped to expand the economy. 
Canadian industry should receive treatment at least as 
favourabie as that accorded to foreign interests, This 
has not always been true in the past, However, emphasis 
should be placed upon devising fiscal means of encourag- 
ing greater Canadian participation in equity ownership 


rather than the negative approach that seeks to impose 
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onérous taxation upon foreign investors, 

281, Concern with regard to the size of foreign 
investment in Canada is, of course, fully justified. 
As at 1960 it totalled approximately $22,325,000, 000. 
The preponderance of this investment is in etieaiaie'd: 
and a very large percentage of the equities were issued 
by wholly owned subsiddaries, 

282, A more substantial position for the 
institutional segment is urgently required because of 
the ultimate market stability to which professional 
management should contribute, This segment of future 


Surveys will be scrutinized with great care, 
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PART V 

2 FACTORS INFLUENCING THE SUPPLY OF EQUITIES 

3 A, The Influence of Security Sales Regulations 

4/ 283, Only the most unrepentant reactionary wearer 

5| in today's context, vote for the repeal of those 

6 enactments and regulations which seek to protect the 

7 public from exploitation by unscrupulous promoters and 

8| itinerant underwriters, Even these laws and the 

9 administrative boards established for enforcement 

10 purposes have been unable to prevent certain massive 

11 swindles and manipulations which have shocked the 

12 investment community from time-to-time in recent years, 
13 One can only speculate with horror as to what would have 
14 transpired in this age of mass media advertising and high 
15 speed electronic communications were it not for the 

16 existence of the various Securities Acts and the largely 
17 dedicated efforts of the officials charged with the 

18 administration thereof, 

19 284, On the other hand, it is often urged that the 
20 scope and variety of the legislation which has developed 
21 in Canada is neither adequate to protect the public nor 
22 in the best interests: of Canadian industrial financing. 
23 From a humble beginning in 1912 when Manitoba enacted 

24 its Sale of Shares Act until today when a network of 

25 approximately 25 enactments, Federal and Provincial, 

26 govern the sale of securities in this country, we have 
27 witnessed a patchwork quilt of laws grow up, not 

28 uninfluenced by the Securities and Exchange Act of the 
29 United States. The impact which these laws have had 


~ I upon corporate finance in Canada is not capable of 
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quantitative analysis, The available empirical informatio 
is so limited as to make it difficult or impossible to 
draw even tentative generalizations relating to values 
reaching the market either because of or in spite of these 
laws, We can, however, on the basis of the experience of 
underwriters and financial management of our larger 
corporations, make certain observations with respect to 
what changes may be made in the common interest of public 
protection and industrial expansion through security 
offerings, For the most part the requirements of 
Provincial Companies! Acts are significant for purposes of 
disclosure only, and we shall therefore limit our 
observations to the Provincial Securities Acts and the 
Dominion Companies Act, 
285. Essentially three major impediments to public 
financing are raised by the existence of the various 
Securities Acts, 
These are: 
a) The danger that disclosure may involve 
the publication of information that will 
aid the security issuer's competition. 
Related to this is the cost and difficulty 
involved in obtaining the detailed 
information required, 
b ) Refusal or procrastination by public 
officials responsible for granting 
registration. 
c) Expense. 
286, If a security issuer regards any of the above 


as a serious deterrent, the alternatives in most 
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jurisdictions are an offering of rights to existing 
shareholders which are exempt from registration if not 
underwritten, or an offering to "exempt" institutions, 

On the evidence that, although most common stock offerings 
are by way of rights, these are nearly always under- 
written, we come to the conclusion that the large 
corporations at least do not find these laws to be a 
serious barrier to public financing. This may not always 
hold true in the case of smaller corporatiohs, 

1, The Implications of Disclosure 
287. Arguments are frequently advanced against the 
Sype of disclosure required by modérn securities acts 
which result in prospectuses ranging up to forty pages or 
more in length, The most common objection seems to be 
that the average investor is not equipped by knowledge or 
experience to understand or evaluate the information he 
receives, This line of argument concludes with the 
allegation that the expenditure of time, money, and 

ffort involved in preparing the information and present - 
ing it to investors constitutes economic waste, 
288 , In our opinion it does not follow that, because 
the average investor cannot analyze a prospectus, it is 
devoid of value. A multitude of highly qualified 
agencies are available to perform that function for him, 
These include investment dealers, investment counsel, 
banking and trust institutions, brokers and financial 
publications, The mass of investors can and do rely 
upon the judgment of professionals in making their 
investments although this reliance may not always be 


direct, 
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289. It is also argued that disclosure menaces the 
competitive position of the security issuer in that 
revelations in prospectuses may be of value to rival 
organizations, This contention is of questionable 
validity, The information disclosed in Ganadian 
prospectuses is of a legal and financial nature but 
nardly adequate to enable competition to assess the 
internal management and marketing secrets of most 
corporations, The exception, again, may arise in the 
ease of smaller organizations, Frequently corporations 
welcome the opportunity to inform the public, in a 
formal, legal document of the financial strength of the 
organization, the stature of its management and the 

scope. of its operations. 

290, Gertain problems do arise in the requirement 

of the Dominion Companies Act, and many Provincial 
securities Acts under which the audited financial 
statements accompanying the prospectus must not ante-date 
the application for registration by more than 120 days. 
While it is true that this provision may be waived, the 
conditions of such waiver are never known in advance, 
Thus for larger corporations where audit is expensive and 
—e the ideal time to seek public funds would be 
the end of April or May, assuming that the company's 
fiscal year corresponds with its calendar year, However, 
this may not correspond with the best timing with 
respect to market conditions or the corporation's need 
for funds, The Securities Acts and Dominion Companies 
Act have made little impact if any wpon the accounting 


profession as to the form and extent of corporate 


sidsnoltasup to ab aoltinetnos eatiT .enortsstasgro |b 


Jud eivtsa Istonsatt bas [sgel & to et asaudosqeong | 


| cad eeceas of moltiveqmoo efdsne of stsupebs elbusd | 
‘20m to etetose gaiievesm bas Jmomensnsm tenxetnt | 
ony nl selas ysm ,misgs ,aoltqeoxe eT  anotdexogtos 

| Bnolvsrogios yliasuperd 8nokisstasgto xeifsma lo 8aso 
8 af ,oliduq said mietat ot ytianwdroggo art smoolew it 

Sit Io dJgneutea [stonsalt-sdt to, dmemsoob fsget .ismtot » 
end bas Jnemegsasm atk to suutede seid ,to¢tss tasgte 
samottsxsgqo adi to! sqooe 

vaemsulupex edt at seies ob ameidexq nisdreD 20e8 |) 
[sfoatvesd yism bas .JoA eelesemod mointimod sds. to 
[Sionsalt betibue edd dotdw isebaw adoA eetdtagese | 
sisb-stne Jom Jaum ewtoaqeetg edd aniyasqmooos ednemetsia 
s8y8b OSL ast som yd aottsutetze: tot nottsoiliqqs. eit 
ofd .bevisw ed yam solatvexq afd? tsdd.egud at dito oLtdw 
-Sonsvhs «i awond ‘weveq eas vevisw doye to anotttbnos 

bas evteneqxa ef tibws swverw asoListogics tegrsei tot-eucdt 
od biwow ebawt oLidwq aveee of emt? Lsebt odd shed ceeds 
e'yasqmos end isi? gutmyegas ,ySM to LLuqA-to bas odd 

. T2VOWoH -169Y Usbaolso att dihw abaoqesewioo assy Lsoakt 
aviv dachane daed edd ditw baoqgerioo Jon sm atdt 

bess a'notisrogsoo edt to enoktkbmoo Joxusm of Josqest | 
2einsgnod cobmbmot - bas egoA aetibtyos® odT  ebavt tot | 
gat tage sos edt soge YyOs IL dosqmt eLIsks ebsm evsd toA | 


sistogzo. Io dmetxe bas mot edd of es noteastord 
; I 


‘aD - 


Nethercut & Young A ° 134 


Terento, Ontario 


financial statements, The reverse is true in the United 
States where the Securities and Exchange Commission has 
had a profound effect in that area, 

291. In summary we suggest that the disclosure 
requirement does not constitute an obstacle of serious 
proportions to companies seeking public funds in Canada. 
There is a need for greater uniformity among the various 
jurisdictions throughout the country. Uniformity has 
much to commend it in other legislative matters, and we 
therefore propose to treat this subject separately in a 
succeeding paragraph. 

me The Implications of Administration Discretion 

292, Complaints are frequently voiced to the effect 
thatpotential security issuers either are denied access 
to the public market, or suffer costly delays in reaching 
it as a result of the action or inaction of administrative 
officials, 

293. 7 It is unfortunate that the right of appeal from 
decisions of Canadian Securities Commissions is virtually 
non-existent except for the Province of Ontario and 
Saskatchewan, and to some extent New Brunswick, The 
Ontario and Saskatchewan Securities Acts provide 
specifically for an appeal to the courts from all decisions 
of the Commission, In these cases the Commission is 
still the fact-finding body, however, and th court will 
examine only questions of law, The acts of Alberta and 
Quebec explicitly deny an appeal from a decision of the 
Commission, The British Columbia Act permits an appeal 
to the Attorney General in certain cases but no sub- 


sequent appeal is allowed. Other provincial acts in the 
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1} main are silent as to rights of appeal except for New- 

2| foundland, Nova Scotia and Prince Edward Isiand where 

3] decisions effecting the registration of traders are 

4| explicitly not subject to appeal, 

5| 294, No doubt concern over this matter is increased 
6]/ as a result of the broad discretionay and investigatory 
7| powers vested in administrators or attorneys general by 
8] the various securities acts, It is not our purpose to 
9| explore exhaustively such legal matters as natural 

10] justice, self incrimination, or civil rights in the 

11/ present context, However, any abuse of these principles 
12} under our security sales laws must inevitably cause 

13|| potential security issuers to hesitate before seeking 

14] public funds. Certainly organizations of repute and 

15] Substance will not willingly subject themseives to the 
16|| capricious act of administrative officials with the 

17|| power to attack assets and terminate business operations 
18|| without review by a court of law, 

19|| 295. Of more immediate concern to financial 

20|| Management is the problem raised by administrative delay 
21| encountered by corporations seeking to qualify their 

22| securities for sale to the public, The time involved 

23 varies depending upon the jurisdiction in which 

24) registration is sought, the stature of the company, and 
25| the complexity of the offering. Assuming that the 

26 documentation is complete, in normal circumstances, a 

27| security issuer may expect to wait from two weeks toa 
28) month for registration in Quebec or Ontario. A similar 
20 | qualification under the Securities Exchange Act of the 


30) United States may be expected to require a period of 40 - 
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60 days, It must be noted, however, that the foregoing 
assumes the most favourable conditions, The more 
extensive documentation required by the American 
authorities requires decidedly more time and effort 

prior to filing the application, A multiple registration 
can be very time consuming as a result of differing 
requirements in the various provinces, 

3. The Implications of Cost 

296, The cost of marketing a Canadian security issue 
&G the present time is not a function of size but costs 
do vary depending upon wehther the issuing company has 
previously established its securities in the market place 
and the technical complications invoived, The cost of 
preparing and qualifying an issue of senior securities 

is generally more expensive than an equity issue of 
Similar size because of the legal expenses attending the 
lengthy indentures of trust and other documentation, 
Depending upon the nature of the issue, legal costs may 
fall in the range of $5,000 - $30,000, The total costs 
involved in floating a nation-wide issue range between 
$15,000 - $50,000 with the majority costing between 
$25,000 and $30,000, 

207. The cost of qualifying a Canadian issue for 
sale in the United States is illustrated in Appendix XI 
hereof, In general the main difficulties encountered 
under the U.S. laws are those arising as a result of 

more extensive disclosure, restrictions upon treasury 
options, and continual reporting. However, it might be 
pointed out that, as Appendix XI suggests, cost alone 


is not a major factor in the decision of whether or not 
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“eust 


1/ to market a security issue in the U.S.A, 


2) 298. Theinfluence of costs is great where the 

3] security issue does not exceed a total offering of 

4/| $1,000,000, In the case of larger issues the considerat- 
5] ion of costs is of diminishing concern, 

6| Recommendations 

7) 299. Canadian underwritings will be immeasurably 

8| facilitated and public costs reduced if complete 

9| uniformity and reciprocity can be achieved under ow 

10 existing laws relating to the sale of securities, It is 
11} obviously onerous in the extreme to require a Canadian 

12]| issuer to comply with ten different securities acts and 
13| up to fifteen other laws relating to public offerings 

14) of securities, prior to gaining access to our national 

15 market, This market, it should be emphasized, barely 

16|| exceeds that of the State of California in size and is 

17| serviced at a far greater cost because of extensive 

18|| dispersion, 

19} 300, Regional impediments which have the effect of 
20) narrowing the national market serve no useful purpose 

21| whatsoever, The Canadian investment industry has 

22| sustained substantial damage to its prestige both at 

23|| home and abroad as a result of the activities of 

24|| unscrupulous promoters who change their base of operation 
25| from province to province with seeming impunity, It is 
26|| impossible to measure the economic loss assessable agains 
27| ~these persons but it has certainly reached into the 

28| hundreds of million of dollars, The legitimate Canadian 
29| enterprise seeking public funds is therefore confronted 


—30|| with a disillusioned public and a formidable legal and 
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administrative network established to confound malfeasors. 
However, the skiliful, fraudulent promoter designs his 
"financing" with care to avoid contravention of those 
sections of the Criminal Code of Canada pene are to such 
offences as false pretences (Section 303), fraud (Section 
323), mail fraud (Section 324), faise prospectuses and 
false advertising (Sections 343 and 306), wash sales 
(Section 325), bucket shops (Section 326) or illegal short 
sales (Section 327). Action by alert authorities in the 
past has simply driven the mobile promoters to other 
provinces where violation of the local statutes are 
repeated, The ideal solution to this apparent dilemma 
will be the design of legislative and administrative meas 
ures Which will be fatal to these illicit operators upon 
the commission of their first offence, without at the 
same time creating impediments to legitimate financing. 
301. Canadian constitutional law raises many 
difficulties in this area. The Provincial claim to 
jurisdiction is, of course, based upon Section 92 of the 
British North America Act as it relates to "Property and 
Civil Rights in the Province" and "All Matters of a 
Merely Local or Private Nature in the Province", Any 
federal attempt to enter the field of security sales 
regulation would be based, no doubt, upon those 
provisions of Section 91 relating to "the Peace, order 
and Good Government of Canada" and "The Regulation of | 
Trade and Commerce", It is not our intention to explore 
the jurisprudence which would either permit or prohibit 
federal legislation to establish a national securities 


commission. In our view the benefits offered by such a 
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body may be largely accomplished within the provincial 
framework, given a spirit of cooperation and pSatbioctty, 
and without the concomitant dangers of centralization. 

It does not escape notice that some of our provinces have 
a strong aversion to any attempt on the part of the 
Federal Government to legislate in this field which has 
long been regarded as being exclusively in the provincial 
domain. 7 
502% Unquestionably notable progress has resulted 
from the recent conferences of the National Association 
of Securities Administrators, These meetings have 
established working liaison between the various 
enforcement groups and the resultant exchange of 
information has resulted in "death at birth" for many 
fraudulent adventures. 

303 ; In addition, a determined securities administ- 
rator may expeditiously proceed against the person 

of violators who have fied to other provinces. All 

of the provincial securities acts provide for the "backing" 
of a warrant for arrest whereby a warrant issued in one 
province is endorsed by a magistrate in another giving 

it validity for arrest in the latter province. In 
general, administrators will now cancel a registration 
where the registrant has violated the laws of another 
province, Given an enlarged area of communication and 
determined action there is no reason why existing 
machinery cannot be ‘utilized to virtually extinguish 
fradulent stock promotion. It is most doubtful 


whether a centralized enforcement agency could accomplish 


more, 
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304, The fundamental and urgent need is for a 


2| uniform securities act to be enacted by each of the 

3] provinces embodying the concept of reciprocity and 

4| streamlined registration procedures, Although a basic 

5] Similarity is evident, there are still substantial 

6] differences among the enactments of various jurisdictions. 
7| Such matters as the definition of a security, the meaning 
g| of "trading", exemptions from registration, to name just 
9| a few, are subject to widely differing treatment under 
10| ®he various acts, To avoid delays and undue expense, 

11| registration under a uniform act in any province 

12|| Should ipso facto qualify the security issuer or the 

13) Sroker-dealer in all other jurisdictions subject only 

14] to the payment, perhaps, of some common fee for revenue 
15 Purposes, 

16) 30. The disciplinary action of the Exchanges in 

17 the case of member firms and listed companies and the 

1g] Punitive sections of the Securities Act of each 

19] jurisdiction would combine to create an effective 

90 deterrent to wrongdoers, while not impeding the nation- 
91|| wide financing of legitimate enterprises, All members 
22 of an exchange have a vested interest in maintaining 

93| Public confidence in that exchange. Except for 
registration, all other sections of a uniform act would 
95|| @pply in each jurisdiction of sale, 

| 306. It is obvious that the relatively small 

97) Canadian security market is being further restricted by 
barriers of our own legislative creation. Anything that 
can be done to establish uniform regulations on a 


| 
30! national basis is obviously going to benefit the 
| 
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1| investment industry and the development of Canadian 


2) enterprises, In our opinion the establishment of a 

3| federal securities commission at this time would not be 

4| an appropriate solution, 

S| B. Equity Participation in Foreign Subsidiaries 

6] 307. A major recommendation of the Royal Commission 
7] on Canada's Economic Prospects suggested that foreign- 

8] owned concerns "should sell an appreciable interest in 

9| their equity stock to Canadians", In view of this 

10/ Commission's interest in the same problem, we have 

11| initiated three studies and are including the preliminary 
12| results in Appendices XII, XIII and Table 14, 

13) 308, We do not believe that there will be any 

14) appreciable change in the attitude of foreign corporation 
15] towards the granting of equity participation to Canadians 
16) in their operations in this country, This is particularl 
17 true of American firms where the advantages of managerial 
18] control and direction outweigh political considerations. 
19] For several years, the Montreal Stock Exchange has 

20|| endeavoured to persuade foreign corporations of the 

21|| advantages of such a policy with little success, A 

22|| recent letter to the presidents of 94 of the largest such 


23| firms said in part: 


24), 309. "From time to time, the Montreal Stock 
25 Exchange contacts the parent corporations 
26 of firms and subsidiaries operating 
7 extensively in Canada in an effort to 
28 urge them to consider the desirability 
29 of selling some part of the equity of 


_ 30 their Canadian subsidiaries to Canadian 
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citizens and investors, This is a 


2 useful method of expanding your own 
3 shareholder base and, indeed, 
4 broadening the foundation of the private 
5 enterprise system, 
6 Canadians are uniquely interested 
7 in persuading outside management to adopt 
8 such @ course since so many of our man- 
9 ufacturing, mining and resource 
10 companies are controlled abroad and 
11 thus we have a limited number of our 
12 own e€quities in which to invest, Dividend 
13 tax concessions made it much more 
14 advantageous for us to invest in our 
15 own situations, 
16 Would your corporation consider such 
C7 & proposal? Would there not be definite 
18 advantages to your firm from a commercial 
19 (public relations), managerial and 
20 financial standpoint? I would very much 
1 appreciate your frank views about the 
22 merits of such a policy from the 
23 corporation's point of view, If you 
24 are interested, my colleagues and I 
25 would be most happy to be of service 
— «26 to you in providing information about 
es, our laws, \investment institutions, 
28 exchange requirements, etc," 
# 310, Results to date are meagre, Only one firm is 


30 actually planning to make equity participation available 
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to Canadians, 30 firms have not replied to letters and 


63 are indifferent or have rejcted the proposal outright. 


In Appendix XII, we have listed representative replies 


and reasons from a number of companies whose anonymity 


has been assured, 


311 3 


a portion 


The basic objections to the distribution of 
of the equity may be summarized as follows: 
Managerial - an interference with the 
Single global direction of the operations 
of many subsidiaries, 

Financial - no impelling need for new 
funds. Such needs can also be 

satisfied by the internal flows of 

the parent corporation or American 
capital markets where the supply is 
greater and the cost lower, 

Conflict of interest - a Canadian 
minority shareholder group may question 
pricing policies of inter-corporate 
transactions. This is particularly 

true where raw materials are transferred 
from one country to another for 
processing. 

Profitability - many subsidiaries operate 
at low profit margins or sustain losses 
for long periods, chargeable to the 

group profits. As a result, book 
investment often exceeds ‘substantially 
the economic value of the enterprise, 


This reason recurs constantly through 
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1 correspondence and is additional 
2 evidence of the basic weakness of 
3 Canadian industry, -- too many firms 
4 in a small domestic market, 
5 Tax laws - our laws favour debt 
6 financing since the costs of such 
7 capital are deductible from earnings. 
8 Consider the following case history: 
9 "The Company was incorporated under 
10 Federal Charter on December 11, 1951 
11 with an issued capital of $3.00. The 
12 capital was subsequently increased in 
13 1954 by the issue of a further 997 common 
14 shares of No Par Value at $1.00 per 
15 share, and in 1957 by the issue of 720 
16 5 per cent Non-cumulative redeemable 
17 preferred shares of $100.00 each, 
18 redeemable at $105.00 at the Company's 
19 option. 
20 The Company, which was financed 
21 in the early years by loans from its 
22 parent company, suffered losses amounting 
23 to $--- in the two years ended December 
24 BL, wb953s Profits were made in each 
25 of the years 1954 through 1959, and 
26 the audited financial statements as 
27 at December 31, 1959 showed an accumulated 
28 surplus of $---, after deducting the 
29 aforementioned loss, taxes and 


30 depreciation." 
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312; In Table 14, we have submitted a modest 
preliminary survey of the experience of foreign 
corporations which have made available equity partic- 
ipation to Canadians, There is much justification to the 
criticism that Canadians do not retain shares purchased 
in these subsidiary operations. However, this 
difficulty is not insoluble. We are convinced that 
Canadians are becoming more aware of the political 
importance and economic advantages of owning a greater 
share of their own industries and that an intensive sell- 
ing effort, particularly by the Exchanges, will do much 
to solve this problem, 

313% Essentially, the corporation looks upon the 
problem of expanding the shareholder base in foreign 
operations as a threat to managerial freedom and 
independence while the nation, - Canada, Argentina, 
Japan, etc. - views the matter in political terms, a 
threat to freedom and sovereignty. In Appendix XIII, 

we have provided a study of the manner in which selected 
industrial nations have attempted to deal with the 
situation. 

314, While we have submitted this material for 

the information of the Commission, it must not be 
thought that we recommend similar legislation in Canada, 
Canadian growth and development would not have reached 
present levels without the financial and technical 
impetus provided by foreign investment and research, If 
legislation attempted to force foreign corporations to 
sell a part of their assets to Canadians, we are 


convinced that many more problems would be created than 
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Solved. Further, we do not believe that the necessary 
information is yet available on the actual operations of 
subsidiaries in Canada that would permit the drafting 
of effective legislation. Accordingly, we recommend that 
as an initial step to further study of the problem, 
information filed under Bill C-38 be made public. 
C. Trends in Corporate Financing 

he Balance Sheet Analysis (Appendix XIV A) 
BL5¢ In view of the Commission's interest in the 
trends of corporate financing, we have compiled two 
sets of figures covering the financial statistics of 
603 corporations for the period 1935-51 and 673 
companies for the years 1947-54, 
316, These statistics were taken from material 
published in the Bank of Canada Statistical Summaries 
and some unpublished data which was also made available, 
It is unfortunate that the collection of the statistics 
was discontinued after 1954 as the analysis of trends 
would have been much more fruitrul if carried out to 
the present, 
SATs The importance of the 1935-51 series can be 
gauged by the tabulation of companies as listed in 
Appendix XIV E. Further, it is useful to note that these 
603 companies paid approximately 57 per cent of corporate 
income taxes, distributed 74 per cent of dividends and 
earned 56 per cent of corporate profits in 1936. In 195 
the percentages were40O per cent of corporate income, 42 
per cent of corporate taxes and 51 per cent of dividends. 
The sample covers, therefore, a very significant segment 


of the Canadian corporate economy for those years. No 
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Similar description is available for the 1947-54 series 
but it is an equally Significant sample. 

318. Assets of the 603 companies increased from 
$3.732 M. in 1935 to $7,903 M. in 1951. An examination 
Shows that these companies were far more liquid in 1951 
than in 1935 when 67.3 per cent of all assets were fixed, 
In 1951, this percentage had declined to 48.6 per cent 
and current assets had increased from 26.7 per cent to 
48.6 per cent, (See Chart A-I) 

319, The full group of companies is broken down 


into four subgroups as follows: 


Group I - 34 companies, assets over $25 M. 
we OT geese on” a5 bigas $5 M - $25 M 
4 LIT H 2}230 7 if $1M-$5M 
“ IV Beaeee1 s 4 $.2 M-$ 1M 
mao. Current assets as a percentage of total 


assets clearly demonstrates the greater liquidity of 
small firms and the overall increase in liquidity during 


the period, 
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Current Assets/Total Assets 


(percentages) 


603 cos. Group I Group II Group III Group IV 


1935 26.7 Sar 31.0 35.6 48.8 
1951 48.7 44.0 52.0 55.8 68.4 
3215 The comparison of asset structures of the four groups is 


illustrated below: 


Charts A-II 
GROUP | GROUP || 
ASSETS OF 34 COMPANIES ASSETS OF Il8 COMPANIES 
35 Kee) i939 I95]) 
$2,096M $4,322 M. Sitt7M $2,342M., 


GROUP Ill GROUP IV 


ASSETS OF 230 COMPANIES ASSETS OF 221 COMPANIES 
I935 IOS] 959 pei 
$ 436M S$ 986M $§ 83:°4M. $ 252:8M 
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322. For our purposes, the examination of the structure of 
liabilities is more informative. 


Chart B-I 


LIABILITIES OF 603 COMPANIES 
1935 95] 


$3,732 M. $7,903 M 


423. The major change in the composition of liabilities is the 
result of the policy of corporations to keep a large percentage of net 
profits. In 1935, 50.1% of all liabilities was represented by common and 
preferred stock; in 1951, 29.3% was contributed directly by shareholders. 

At the same time, surplus had increased from 17% of all liabilities to 
33.1% to become the major source of funds. Since the decision to retain 
earnings is essentially managerial, statistical evidence is provided of 

the growth of the managerial economy. 

324. A more intensive examination of the structure of liabilities 


by groups yields interesting comparisons. (See Charts B-II) 
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GROUP | GROUP II 
LIABILITIES OF 34 COMPANIES LIABILITIES OF II8 COMPANIES 


1935 I95| I935 I95| 
$2,096 M. $4,322 
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Surplus/Total Liabilities 


(percentages ) 


603 cos. Group I Group II Group III Group IV 
1935 17.0 18.4 15.8 14.0 13.3 
1951 J3ek te Be 33.8 38.3 41.7 
325. Smaller firms rely much more heavily on retained profits as 


a source of funds. Another major source of funds comes from trade creditors 


and bank credit. 


Current Liabilities/Total Liabilities 


(percentages) 


603 cos. Group I Group II Group III Group IV 
1935 8.0 6.6 9.2 10.3 15.6 


1951 18.9 17.3 19.6 22.2 26.7 


Table 15 


Short-Term Financing 
% of Total Assets 


1951 Bank Cr. Trade Cr. 
70 % 
Group I - Assets over $25 M. 1.6 6.7 
a kk R $5 M. - $25 M. 4.6 8.8 
OO OR $1M -S$5M. 7.0 10.0 
" IVFu : $.2M. - $ 1M. 9.5 11.9 


326. Table 15 compares the relative importance of bank 
credit and trade credit as sources of funds for the year 1951. These short 
term sources of funds are relied on most heavily by the smaller firms. 


327. Conversely, funded debt diminishes in importance as 
a source of funds as the smaller firms have greater difficulty in obtaining 


access to these markets or have fewer mortgageable assets. 
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Funded Debt/To Liabil e 


(percentages ) 
603 cos. Group I Group II Group III Group IV 
1935 24.9 bode Ea 22.4 11.9 9.2 


1951 18.7 21.7 16.6 12.8 9.6 


Preferred Stock/Total Liabilities 


(percentages) 


603 cos. Group I Group II Group III Group IV 


1935 13.0 8.6 18.4 19.5 16.4 
1951 6.3 5.4 8.0 5.9 6.7 
328. Financing via preferred issues is steadily diminishing in 


importance as the above ratios show. This would ‘appear surprising in view 
of the fact that equity capital should be built up in a dynamic economy in 
order to support debt securities. However, the equity cushion is being 
built up by retained earnings and the lower cost of interest - deductible 


bonds make debt securities more attractive than preferred stock. 


Table 16 


Capitalization and Surplus 
603 Companies 


(millions of dollars) 
(%) 
Funded Debt (27) 
Preferred Stock (14) 


Common Stock (40) 


Surplus (19) 


Common Stock/Total Liabilities 


(percentages ) 


603 cos. Group I Group II Group III Group IV 
1935 rN AR 36.9 34.3 44.3 45.4 


1951 23.0 24.5 22.0 20.8 15.2 
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1 329, The total capitalization and surplus of the 

2 603 companies increased from $3.434 million in 1953 to 

3] $6.408 million in 1951, 

4 330, Approximately 18 per cent of this increase came 
5 from the net sale of debt securities, less than 1/2 per 

6 cent from the sale of preferred stock, 14 per cent from 

7 the sale of common shares and an overwhelming 67 per cent 
8 from retained earnings. 

9 332¢ This emphasis on retained earnings as a method 
10 of financing is clearly shown in Table 16 where the 

11 percentage of capitalization represented by surplus has 
12 expanded from 19 per cent to 41 per cent in the two 

13 periods, All external financing media, - common stock, 


14 preferred stock and debt instruments, - have declined to 
—$——— Es TF ave geciineda to 


15 importance, 
16 3505 We must conclude from an examination of these 


17 balance sheet statistics that Canadian industry largely 


finances growth and expansion from their own earnings, 


18 

19 (The second series of companies, 1947-54, which we have 
90) "ot analyzed above, reinforces this conclusion), 

1 i. i ie Retained earnings, as a source of funds, do 

22 not involve cash costs such as underwriting fees, 

3 distribution costs, interest or dividend payments. And, 
24 of course, the funds are immediately available, 

25 334, Nevertheless, there may be an opportunity cost 
6 fo the shareholder if he could invest distributed 

7 earnings at a greater return than managmenet can obtain 
28 from the undistributed funds, It would be surprising 
a9] if this were not so since he would have a whole range 


of industries and companies in which to invest rather 
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than the same corporation. There is a great 
responsibility on management, when funds are pier. 
to make the most effective and economic use of the 
retained profits, 

335% In illustration, we are using Appendix XIV 

C & D to show the decline in productivity of capital 
during the years 1948-54, We believe this series to 

be more useful than the 1935-51 series which encompasses 
a serious dépression and the second World War, 


2. Source and Application of Funds Analysis 
(Appendix XIV B) 


336. We can approach our examination of financing 
policies and problems in another way by examining the 
source of funds of our 603 companies and the uses to 
Which these funds have been put. 

os oY The overwhelming preferences of Canadian 
corporations for financing by retained earnings is again 
demonstrated, Tax factors, of course, have a great 
impact -- particularly the double taxation of corporate 
profits, A firm, in need of equity, could not expect to 
get back from stockholders the amount of dividends 
declared since the shareholder would have borne a 
Considerable personal income tax burden, At the same 
time, he might reasonably be expected to consider other 
investment opportunities. 

338. It is interesting to see confirmed the increas 
ing reliance on retained earnings by smaller firms. 
During this period, reliance on retained earnings ranged 
from 56 per cent for the group of largest firms to 90 


per cent for the group of smallest companies. Since we 
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Table 17 


Productivity of Capital - 1948-1954: 


Net Income Before Taxes as 


Percentage of Total Assets. 


673. Cos. Group I Group IT Group IIT 
14.5 14.1 15.0 15.6 
13.3 12.6 14.7 14.7 
14.8 14.5 Mohs 4 15.8 
15.9 15.8 16.7 Ler 
14.1 13.8 15.0 13.9 
13.0 12a, 14.5 124 
11.9 12.0 12.2 10.4 


1849 


466 


58 


442 


2815 


(66) 
(16) 


(2) 


(16) 


Table 18 


Sources of Funds - 603 Companies - 1936-51 


(millions of dollars) 
603 Cos.(%) Group 1(%) Group II(%) 


845 


284 


92 


301 


a 


1522 


(56) 
(18) 


(6) 


(20) 


599 (72) 


121 (14) 


Group III(%) 


307 


49 


(89) 


(14) 


(~9) 


Group IV 


17.5 
15.2 
14.8 


15.6 


V4 


Group IV(%) 


100 
1l 
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(-4) 


(4) 


~ « 
7 
~— 
io 296s 
ys 


ek yee: 


" | ar oe ey 
VCORE ce CARLES hennge 


SI SOiOuw Lie) 


(arellob 


‘ ne 


a5 2oxeT ero tell smoonl to 


av! a.ai 0.8! [bt 
$.e1 pa val a.S1 
| Bind 3.€! veel aval 
a.el L.ai Tak 8.éL 
h.St e.e1 OGL gel 
vei Bat a.i T.SL 
dif BOL $.8! 0.8! 


ivan, “a7 oven 
i at i 
x 


> baat benta Le 


i gio0a) * sSSPeESO of ian SB 


Pe a BAe! 
£.61 enes 
Bibl oeel 
e.2! feel 
404 
0.€1 “eae! 
O.tL yt | 


to enotlLim) 


(Q)viquord (WLEk cue? (®)Louese (R)1auorw (2X) .299. £09 


oe) 
(pL) 
(=) 


(a) 


(08) TOE 


(pi) ob 


{@) 


aay ics 


(sv) 
(aL) 


(3é) 
(81) 


epg = (a3) 


eset 
aps (GL) «6(8ah 


ge {g) 8¢ 


toe (atl) 
ssei 


Nethercut & Young A.158 


Terente, Ontario 


are considering here funds available for net new 
investment only, we have excluded depreciation allowances 
333. If we add to our total sources 6f funds the 
allowances for depreciation claimed by our 603 companies, 
wé have the amount of funds available for gross 
investment outlays and arrive at the following Table, 
340, It is to be noted that for this period, interna 
sources (retained earnings and depreciation allowances ) 
exceeded investment in fixed plant equipment. It can 

be inferred that investment decisions governing the 
buiid-up of plant capacity, are initially determined by 
the amount of funds available from internal sources, 
Recourse to the capital markets is usually, as so many 
prospectuses state, 'to replenish working capital and 
for other corporate purposes', 

341, An examination of the distribution of profits 
among the various claims of government, stockholders and 
management for expansion purposes discloses two expected 
results and one surprising outcome. Larger corporations 
tend to distribute a larger percentage of profits in 
dividents and smaller firms to retain more, However, 

Che Tables show that the percentage of taxes paid rose 
from 38 per cent for the large firms to 47 per cent for 
the small firms during this period, One possible 
explanation may be the higher rates of excess profits 
tax paid by smaller firms which suddenly became very | 
profitable during the War, Since that time, lower rates 
of taxation have been introduced on corporate profits 

up to certain levels. A more intensive analysis of the 


data is called for. 


- = J, >. 


nes aa eer 


_fPoonswolts nottetoanyesb bebuloxs sven ow eXlno doomtasvat 


a 


he 
f 


sat abaut TO seoxvoe [stot suo ot bbs ow TT REE 


B220% Yolt sidaltave ebart to ra add eved ow ‘de 


| astasqnos €09 vo yo bemtslo notdstostqsb tot esonswolis 
te 


ad i 


; 
i ' 
i ~oldsT agntwoflot odt tea verinn bas aysltuo a 
La a | 
ix 


iz 


fienwetat ,bofisq etd? tot Fed? Beton od of at JT Of 


(e20nswolls aotistoseqsh bas agntazss boatster) esouoe 


ni | 


| 
7 edd sgainisvoyg eotetosb Inemtesynt — horretat Pi 


Q wanes \} 
| 


aso JT  ?wemgiupe tnsiq bextl mi Bnomteeavat bebseoxe 


vd bortmreteb ylisittal ews .yetosqso povaee to qu-bitud | 
i 
} 


89o%uoe Lexrsdnt mov efdsitsva ebaut to tavoms. edt ig 


yrs o8 @s ,Vilsuen at atexysm fstiqso ert of sensoosh ‘| 
bas [sTigss gntiwtow detasiqet ot' .etste asest oeqao7g | 

»'S8eogtug sistogtos tsdito — :) 

esito1q to sevtegeetete sit to aottsaimexs aA othe | 
bas atehblonwsoots .Iinemarevos: to emitsfo exoltav edd anoms 

| batoeqxs owt aesaoloalb essoqiuq aoteasgqxs tot Jom 2SQsasar- 
anolisiogtoo tsyx%SJ . smostyo gilaluquya 9n0 Bas aestfivueor 
ai aditowg to sgstnsoxrsq  Te_xSI 8 etydictatbh of bnet 
eTevVOWON .otom aistvex oF emitt weifsme bas admoebivtb 


Se0t bisy eexst to egsineorsg eat tsdt wode esldsT edi, | 


wor Tie 


Tol Maso teq TL oF emalt egret sdf tot taeo 199 BF mon 


efdieeog en0 .botreq etdd gat emxtt Ifsme oid. 


ett tong 2e90x8 thas e37St tefgid srt od yam dolisnsigxs H 
Noe i 


Trev omsoed Ylnsbbse dokdw amit? solisme yd bisq xsd 
| eetsx sono .outt dedt somte .tsW sed getuvbh efdstttorg 
etitoaq efsrgtes ao besubottnt ased even notdsxs? to ; 


at to alay(sns evienetnt stom A ,alevel nisire5 of Bre | 


tot bellso eat si. 
a 7 a Se ~ 


a 


A.159 


Table 19 


Sources of Funds Uses of Funds 
G03 Cos, = 1996-51 (millions of dollars) 803 Cos. _= 1936-51 
(%) 
Retained Earnings 1849 (34) Plant & Equipment 3735 
Depreciation Investment - 
Allowances 2625 (48) Other Companies 40 
External Sources 966 (18) Inventories 1546 


Working Capital 


Table 20 


Corporate Profits, Taxes and Dividends 


603 Coss =. 1935-51 


(millions of dollars) 


603 Cos.(%) Group 1(%) Group I1(%) Group III(%) Group IV(%) 


rofits Before 


Taxes 9634 4957 2998 1333 344 
axes 3891 (40.4) 1868 (38) 1275 (43) 585 (44) 161 (47) 
ividends 3894 (40.4) 2244 (45) 1124 (37) 441 £33) 83 (24) 
tained vs 
"arnings 1849 (19.2) 845 (17) 599 (20) 307 (23) 100 (29) 

9634 4957 2998 1333 344 
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342, Total gross business saving has averaged 

in excess of 50 per cent of Canadian savings in recent 
years and the final report of the Royal Commission on 
Canada's Economic Prospects forecast an increasing 
Proportion of savings would be furnished by this source, 
Total gross business saving (depreciation and undistrib- 
uted corporation profits) for 1979-81 were forecast at 
63 per cent approximately of all savings, 

343. This evolution poses serious problems for 
economic theory. Investment has usually been 
considered a function of expectations or anticipated 
profits and the allocation of capital to be determined 
by the careful calculation of a wide range of investment 
opportunities, in fact, corporations are able to 
expand on the basis of capital accumulated through 
previous profits rather than expected profits, 

344, On & gross investment outlay basis, (Table 19), 
internal sources accounted for 82 per cent of al11-funds 
available for investment, On a net new investment 
basis, (Table 18), retained earnings accounted for 66 
per cent of new funds. Such funds do not meet’ the test 
of our capital markets and, to this extent, the capital 
markets have declined in importance as the allocating 
mechanism of new investment in Canada, 

345, In summary, Canadian corporations have 
generated the capital needed for growth and expansion 
largely from their own operations. This reliance on 
retained earnings has enabled corporations to build an 
equity cushion and, at the same time, avoid dilution 


of the equity. Recourse to the capital markets is 
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divided equally between bonds and common stock with 
preferred issues declining in importance, Canadian 
corporations are generally very liquid and long term 
debt is small relative to the capital employed. 

346, We are reluctant to make specific tax 
recommendations which would force corporations to make 
more use of the capital markets, Such recommendations, 
if they are not to be considered as special pleading, 
can only be defended after a most thorough and searching 
examination of our tax structure. For example, it is 
often suggested that accelerated or double depreciation 
would reduce the tax burden and have an expanding effect 
om Canadian industry. But perhaps too much investment 
can already be attributed to the depreciation source of 
funds. Doés not our analysis show that such tax 
concessions favour the larger capital intensive forms at 
the expense of the smaller labour using companies? What 
would the effect of such Book increases in costs be on 
profits and prices? If profits were arbitrarily reduced 
in this fashion, would not wage rates as well as tax 
reyenues be jeopardized? Would dividends expand or eve 
be maintained? Would foreign control be encouraged by 
such devices? etc, We are not here arguing for or 
against accelerated depreciation but simply pointing 

out that tax measures to alter an existing situation 
must be considered in the full complexity of all 
possible effects. 

347. The creation of a "people's capitalism" is 
essentially a problem of political philosophy, The 


viability of an enterprise system depends on the number 
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1 of "capitalists", We would hope that managements, 
a foreign and local, will realize that it is in their own 
3 long-run interests to expand their shareholder base to 


4 include an increasing proportion of the community. 
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1 APPENDIX I 
2 The component exhibits of this Appendix are 


3 intended to give an indication of the extent and nature 
+ of operations of member firms, The statistics relate 
5 So the firms whose operations come under the direct 

6 supervision and audit control of the Montreal and 

7 Canadian Stock Exchanges and do not include those 

8 firms which are primarily members of other exchanges, 


9 Comparative figures are supplied for 1961 and 1951. 


10 
11 
12 
INDEX OF EXHIBITS 

13 

Exhibit "A" - Member Firms classified according 
14 to amount of Capital employed 

(including subordinated loans). 

15 

Exhibit "B" - Member Firms classified according 
16 to extent of operations. 
17 Exhibit "c" - Member Firms classified according 

to function, 

18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
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Exhibit "A" 


Member Firms Classified According to Amount of Capital 
Employed (Including Subordinated Loans 


Number of Firms 


1961 1951 
Capital up to $150,000 19 14 
Capital over $150,000 and under $500,000 14 18 
Capital over $500,000 and under $750,000 6 1 
Capital over $750,000 Ret a: 3 
46 36 


It is interesting to note the change in size of the firms who were 
in business in 1951, 


1961 1951 Changes: 


Capital up to $150,000 14 14 ~ 
Capital over $150,000 and under $500,000 11 18 =7 
Capital over $500,000 and under $750,000 5 4 4 
Capital over $750,000 6 3 +3 


36 46 


It is apparent that the main growth has been experienced by the 
medium sized firms, ; 


Exnibit "B# 


Member Firms Classified According to Extent of Operations, 


Number of Firms 


1961 1951 
International 6 5 
National 1 1 
Regional 15 9 
Local ees ee 
th. > oe 


Exhibit "c" 


Member Firms Classified According to Function, 


Number of Firms 


1961 1951 
Brokers and underwriters 23 15 
Brokers aa pot 
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APPENDIX II 


Comparison of Montreal and New York Commission Rates on a_Per Share Basis 
Montreal New York 
On Shares Selling Commission Comparative Commissions Per Share 
A Un Per Share ; 
Se SS) es EE RS | 
$ $ 
£05 .003/,20 ( ) 
.05 .10 003/10 ( from 1/10¢ to $0.1 ) 
.10 625 af ( ) 
225 +50 .0 .02 ) ona Pee share 
50 75 .01 $03 to 038) wees 
.75 1.00 .01¢ .04$ to 054) 
Basis Basis Basis Basis 
100 Shares 20 Shares 25 shares 10 Shares 
$ $ $ $ 
1.00 2.00 024 bi 6a dhen dis- dis- 
cretion cretion cretion 
2.00 3.00 043 .077/8 .12 " " 
3.00 4,00 07 .101/3 12 " " 
4.00 5.00 10 ll} 12 24 oe 
5.00 7.50 15 + Lag 14/3 94 " 
7.50 10.00 .20 .159/8 at 24 " 
10.00 15.00 225 193 22 29 -60 
15.00 25.00 30 26 30 6395 -60 
25.00 40.00 »35 Aiclord 424 523 .B 
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80.00 100.00 .50 -48 .79 1.09 1.40 
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APPENDIX III 


MARGIN REQUIREMENTS OF THE MONTREAL AND 
CANADIAN STOCK EXCHANGES 


Listed Securities 

‘ On securities (other than bonds and debentures) 

, listed on any recognized stock exchange in Canada or the 
United States and on the Stock List of The Stock 
Exchange, London: 

z Long positions: 

‘ (a) Securities selling at $1.00 or more 5 Of 

‘i (6) Securities selling under $1.00 but 

a not less than 50 cents, if purchased 

Fe on margin or accepted as collaterai 

a when seliing at $1.00 or more - 50% 

. (c) Securities selling under $1.00 which 

d do not qualify under item (b) above - 100% 

16 

17 Short positions: 

18 (a) Where securities selling at $1.00 or more 

19 have been sold short, the credit balance 

20 against the short position must be 

21 maintained at a minimum of 150 per cent 

22 of the market value of the securities, 

23 (ob) Where securities have been sold short at 

24 $1,00 or more and the market price goes 

25 below $1.00, the credit balance against 

26 the short position must be maintained at 

27 the lesser of $1.50 per share or twice 

28 | the market value of the securities, with 

29| the proviso that if the market price goes 


—90 | below 50 cents, the credit balance to be 
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maintained shall be equal to the market 


2 price plus 50 cents per share, 

3 (c) Where securities selling under $1.00 have 
4 been sold short under $1.00, the credit 

§ balance against the short position must 

6 be maintained at twice the market value 

7 of the securities with a minimum of the 

8 market value plus 50 cents per share, 


9 Unlisted Securities 
10 Unlisted securities of the following types may 
11 be carried on margin on the same basis as prescribed for 


12 listed securities: 


13 Insurance Companies licensed to do business in 
Canada 
14 
Canadian banks 
15 
Canadian trust companies 
16 
Canadian mutual funds 
17 
Canadian utility companies 
18 
Senior securities of already iisted companies 
19 
Unlisted securities in respect of which 
20 application has been made to list ona 
recognized Canadian stock exchange and approval 
21 has been given subject to the filing of 
documents and production of evidence of 
22 satisfactory distribution. 
23 The minimum margin which must be obtained on 


24 411 other unlisted securities shall be as follows: 


25 Long positions - 100% 
26 Short positions - Where other unlisted securities 
27 have been sold short the credit balance against 
28 the short position must be maintained at twice 

29 the market value with a minimum of the market 


30 value plus $1.00 per share, 


ru 


aye 


toxirsm odd of [supe sd ff sre bontstatsem 7 
Aide, dng: sbeenciblbaiti Sobug sf uM . 

evsd 00,r¢ nobrus ser Free REESPEGEBE erendW (9) 
vibero edt OO. Ld tebew tories bros aeed ee 
deum note teoq ttode odd tetiines sonsiad 
Sulsv deitsm edt sotwt d8 bentadnien ed 
ond To mumtaim s Aditw estttayoee ent to 
.Sisde teq eines OG aniq eulsv sovosm 
estdbmos® bedattnv 

ysm aeqysy gatwolfot srt to asttbevose Devetiat 

Tol bedivozerq es etesd emse ant ao aigyem co betaséo od 
sgetidtuyose betatl 


af eeoateud ob ot beensoil zetnsqmoD sonsivent 
BbsneD 


axvnsd astbsnasd 

esinsqmoo Jenad asibsasd 

ebaui Isutuom ostbsasd 

estasqmos ytiffiia astbsasd 

eeiasqmoo beteli ybsexls te esltitinwose stoltqaec 

dotdw to Josqeet ai asttiuywose betetiay 

8 ao Jatl of obsm aeed asd motisotiaqgs 

isvomggs bas SyaBroxs Hoota matbensd besimyoost 

to gatift slid of t¢ootdwe moviz. ased esd 

to s9nebive to sotdouboug bes etaomsoob 

Coltiudiuterh yiotosteatise 

No beatstdeo ed Jaum dotew ofarean momiate ont 

sewollot es ed ifsde askitwyese bedetiow xerlto [Is 

KOOL | ~ snotiteog snod 

eeitiauoea betalian tedto ezeclw ~ emoltdiseq Jrode 

Jentsgs vonsisd Iibets edd #rorie HLoa meed evad 

sotwi 3s bemtsdaism ed teum aottteoq txoda edt 


JexxSsa edd to mumtatm 6 cdtw sytev textrsm add 


oes 0 9 -ge%8ie I9q 00,f¢ eulg oulsv 


Nethercut é Young A 6 168 


Terente, Ontari 
1 Bonds, Debentures and Treasury Bills Margin Required 
2 Group 1 - Canadian, Canadian Guaranteed and U.S. 
3 Government - maturing as follows: 
4 Within 6 months 1/10 of 1% of market 
value 
5 
from 6 months to 3 years 1 point 
; from 3 years to 5 years 13 points 
: from 5 years to 10 years 2 points 
: from 10 years to 20 years 3 points 
7 over 20 years 5 points 
10 
11 Group 2 - Provincial and Provincial Guaranteed - 
12 maturing as follows: 
13 within 6 months S point 
14 from 6 months to 3 years 1 point 
15 from 3 years to 5 years 2 points 
16 from 5 years to 10 years 3 points 
17 over 10 years 5 points 
18 Group 3 - Municipal, School Commission, Religious Order 
19 and Hospital Corporation bonds and debentures, 
20 not in default 5 points 
21 Group 4 - Other non-commercial bonds and debentures, 
22 not in default 10 points 
B Group 5 ~ Commercial bonds and debentures, not 
24 in default 
25 (a) Selling above 50% of ‘par value and 
26 maturing: 
27 Within 5 years 5 points (see note) 
28 5 to 10 years 7 points (see note) 
29 over 10 years 10 points (see note) 


0 (b) Selling at 50% of par value or under: 
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Terente, Ontario 
1 All maturities -~ 50% of market value 
2 Note: Add 25% of excess of market value 
3 over par if convertible into approved 
4 marginable securities and 100% if 
§ convertible into securities not acceptable 
6 for margin, 


7 Group 6 - Bonds in default: 
8 All maturities - 50% of market value 


9 Group 7 - Term Paper: 


10 Marketable prime commercial paper of 

11 -Ccompanies which have securities listed 
12 on a recognized Exchange in Canada 

13 All Maturities 1 point 


14 General 

15 Securities carried by members, member firms or 
16 member corporations in inventory, trading, arbitrage 

17 and joint accounts, shall be subject to the above margin 
18 requirements, 

19 The above requirements shall also apply to whe 3 


20 as and if issued transactions, 
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Terente, Ontario 
1 APPENDIX IV 
2 The component Exhibits of this Appendix are 
3 the result of an analysis of the financial reports of 


4 the members of the Montreal and Canadian Stock 


5| Exchanges. 


6 
7 index of Exhibits 
8 
Exhibit. "A" . Preface 
9 
Exhibit "B" . Aggregate Brokers! Assets and 
10 Liabilities 
11 Exhibit "C" - Summary of Revenue and Expenditure 
12 Exhibit "D" -. Analysis of 1961 Operating Results 
of Member Firms 
13 
Bees he Aggregate of Assets and Liabilities 
14 Relating to the Canadian Operations 
of U.S. Brokers who are Members of 
15 the Montreal and Canadian Stock 
Exchanges 
16 . : 
BsniDib "Py" = Summary of Revenue and Expenditure 
17 Arising from Canadian Operations of 
U.S. Brokers who are Members of the 
18 Montreal and Canadian Stock Exchanges 
19 Exhibit "G"  - Securities Owned by Member Brokers 
20 EuhibitetHiaa- Securities Sold Short by Member Brokers 
21 
22 
23 
24 
25 
26 
27 
28 
29 
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Torento, Ontario 
1 PREFACE TO FINANCIAL EXHIBITS INCLUDED IN APPENDIX IV 
ee ee ENV LUDBD IN APPENDIX IV 
2 The financial information included in the 


3 following exhibits relates to the operations of those 

4 members who are primarily members of the Montreal and 

5 Canadian Stock Exchanges and whose financial reports 

6 are regularly under the audit supervision of the 

7 Montreal and Canadian Stock Exchanges, The exhibits 

8 do not include information obtained from all members of 
9 the Exchanges since they exclude data relating to those 
10 members who are primarily members of the Toronto, New 
11 York and American Stock Exchanges, 

12 It will be observed that the number of firms 
13 réporting varies for each year for which data is given. 
14 Generally speaking, the figures have been compiled from 
15 reports received from members who were members at the 


16 end of 1961, It would be almost impossible to obtain 


17 financial data from firmSwho were members (say) in 1951 
18 and were not members in 1961 and, in some situations, 
19 from firms who were members in 1961 but not in certain o 


20 the other years in the past, 


21 For these and other reasons the summaries are 
22 not on a fully comparative basis and conclusions as to 
23 growth in size and changes in other relationships, as 


24 between years, should be drawn with this in mind, The 


25 foregoing remarks refer to the following exhibits; 


26 Aggregate of Member Brokers! Assets 
27 and Liabilities 

28 Summary of Revenue and Expenditure 

29 Securities Owned by Member Brokers 


' Securities Sold Short by Member Brokers 
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Terento, Ontario 
1 Analysis of 1961 Operating Results 
2 Two exhibits have been prepared in connection 


3 with the operations of U.S. brokers in Canada, Because 
4 She U.S. firms normally do not maintain separate 

5 accounting records for Canadian opérations, the 

6 statistics were not easy to obtain and it was only by 

rs €nlisting the cooperation of a number of firms that 

8 estimates were secured which enabled a reasonable 

9 presentation to be made, It is noteworthy that the U.S. 
10 firms who responded to our request for information 

11 reported that they did not carry inventories of 

12 securities in connection with their Canadian operations, 
13 There are ten members of the Montreal and Canadian Stock 
14 Exchanges who are members of either the New York or 


15 the American Stock Exchange and the undernoted exhibits 


16 include data received from nine, The two exhibits are; 
17 Aggregate of Assets and Liabilities 
relating to the Canadian Operations 
18 of U.S. Brokers 
19 Summary of Revenue and Expenditure 
arising from Canadian Operations of 
20 U.S. Brokers 
21 The exhibit which summarizes the securities 


ze owned by member firms indicates that substantial 


23 quantities of Government of Canada bonds are owned by 


24 the members, These holdings are actually concentrated 
25 in the hands of a very few members who combine the 

26 function of investment dealer and Stock broker in the 
27 one organization, 

28 

29 
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Assets 


Cash 

Securities owned 

Securities in joint 
accounts 

Clients' accounts after 
allowance for doubtful 
accounts 

Partners' or share- 
holders' accounts 

Brokers' accounts 

Other current assets 


Total current assets 


Fixed assets less 
depreciation 

Stock exchange seats 

Goodwill 

Other assets 


Total non-current assets 
Total assets 


Liabilities 


Loans and overdrafts 
Securities sold short 
Securities sold short 
in joint accounts 
Clients' accounts: 
Free credit balances 
Other balances 
Partners' or share- 
holders' accounts: 
Free credit balances 
Other balances 
Brokers' accounts 
Other current liabilities 


Total current liabilities 
Subordinated loans 

Total liabilities 

Net worth 


Total liabilities and 
net worth 


Number of firms reporting 
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Appendix IV 


Summarized from Balance Sheets at the 


End of Financial Years Ended in 


1961 1960 1959 1958 Ah be 

$ 14,155,986 5,509,722 6,270,290 79903 677" 5) 511,624 
10,623,530 8,300,727 5,193,523 7,507,854 1,715,882 
Li Ag? - “ é 13,287 
48,472,920 43,828,278 49,729,008 46,811,539 43,484,080 
Sts 322 502,272 819,022 937,308 1,124,032 
26,947,733 13,606,540 14,862,665 145,733,298 4,'736,'768 
Pr Meee: 370,901 _ 1,300,015 821,169 27), 152 
101 ;136, 392. 72,118,440 78,174,523 78,714,845 56,859,827 
765,694 773 301 744 389 757,216 365 , 338 

250, 000 950, 000 630,000 705 , 000 - 
2,008,986 1,947,954° 3724,127" 779814329 671,059 
99897,;249 5,933,335 5,505,491 ~5,6979;939 42,547,829 
$ 106,993,641 78,051,775 83,690,014 84,612,784 59,407 5676 
$ 24,681,721 20,133,213 21,395,320 17,489,125 24,216,314 
402 ,918 237,423 323 5203 328,612 _ 406,729 

79,041 a - - ~ 
23,865,771 14,907,272 18,834,494 20,792,014 13,625,987 
45938,327 2,683,048 4,291,070 5,666,848 2,756,419 
397 , 810 346,556 564 5792 636,670 461,697 
Dye? ELSE fi) 24,289 62 , 310 294 , 002 
27,796,384 19,346,536 15,608,504 17,393,058 6,496,362 
33002 ,798 2,776,491 4,892,413 4,910,565 1,435,226 
87,768,749 60,452,914 65,934,085 67,279,202 49,692,756 
3,265,606 2,722,693 1,671,200 1,646,000 78,730 
91,034,415 63,175,607 67,605,285 68,925,202 49,771,486 
15,959,226 14,876,168 16,084,729 15,687,582 9,636,190 
$ 106,993,641 78,051,775 83,690,014 84,612,784 59,407,676 

46 46 50 50 36 


The above summary has been compiled from financial statements submitted by 


members (including limited companies, partnerships and sole proprietorships) of the 
The summary does not include figures in 


Montreal and Canadian Stock Exchanges. 


respect of members who are primarily members of other stock exchanges whose figures 


Would be included in statistical summaries of the other stock exchanges. 
@lso does not include the assets and liabilit 


public. 
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Appendix IV 


ONTRE D¢ STOCK EXC E 


SUMMARY OF REVENUE AND EXPENDITURE 


or Financial Years ed in 


Revenue 1961 1960 1959 1958 4251 
Brokerage commissions $ 18,514,835 12,024,906 16,249,808 11,827,385 12,150,297 


Underwriting and trading 


profits (net) 2yePijeoy 253245262 2,035,568 1,860,686 1,001,376 
Interest and dividends 
earned (net) 1061 924.0 15 276,12% -. 1,992 339 1,314,001 712 ,887 
Other revenue 1,046,914 987,811 1,103,951 1,632,012 474 ,635 
Gross revenue $ 23,940, 330 16, 513,103 20,723,548 16,634,084 14,339,195 


e ture 


Commissions to other 
brokers and dealers $ CEM ole 5 671, 359 881,798 616, 869 549,601 


Employees' remuneration 9;463,202 8,334,895 8,715,581 8,102,198 4,735,423 
Communications 2,287,993 2,430,500 2.4383 7155 2228, 979 1,280, 084, 
Occupancy and equipment 1,583,761 1,457,166 15499, 592 2 shy 30,627 701,926 
Promotional 578,169 636, 399 643,348 564,408 545,309 
Other expenses 3,154,854 1,901,212 _2,007,779 _1,758,635 1,244,437 


Total operating expenses $ 18,005,664 15,431,531 16,131,853 14,452,716 9,056,780 


SSS eee eee | Cee ee 
——SS===== —_——SS=—— ——_—_—_—_—_—_—_—_——— 


ee Re eee eee eee ieee 
a AR nt 


(A) Net operating revenue, before deducting salaries, bonuses and other 
remuneration of partners and shareholders and before deducting 


income taxes. 
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Appendix IV 


MONTRE ND ¢ : S @ E 


ANALYSIS OF 1961 OPERATING RESULTS OF 


ER FI 

Number of Underwriting Net 

Firms Brokerage and Trading Operating 
Size of Firm Reporting Commissions Profits Revenue 

(A) 
Capital under $150,000 19 $ 1,840,026 $ 105,843 $§ 570,952 
‘a $150,000 to $499,999 Lg 3,778,628 924,387 1,695,628 
‘ $500,000 to $749,999 6 3,049,489 334,207 1,046,212 
i $750,000 and over iy 9,246,692 1,932,820 2,621,874 
45 $ 18,514,835 8 3,297,257 $ 5,934,666 


(A) Net operating revenue, after operating expenses but before deducting 
Salaries, bonuses and other remuneration of partners and shareholders 


and before deducting income taxes. 
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Appendix IV 


MONTREAL AND CANADIAN STOCK EXCHANGES 


AGGREGATE OF ASSETS AND LIABILITIES 

RELATING TO THE CANADIAN OPERATIONS 

OF U.S. BROKERS WHO ARE MEMBERS OF 
i iN 


N 1 
Assets 1961 1960 L259 1958 
Cash & 7,003 ;553 § 1,315,277 $ 1,252,684 §$ 1,041,946 
Securities owned 22 5725 82 ,687 390,931 91,932 
Clients' accounts 18,563,188 13,103,643 13,203,798 9,062,620 
Brokers' accounts 2,349,671 1,686,270 — 21975137 1,679,225 
Other current assets 302,010 149,580 BOD ag Lo. dit toto Mt 
Total current assets ee 325 sae, 16, 337 Jao 17,346,695 12,011,294 
Fixed assets 19) 5525 145 ,286 79,819 16 hh 
Stock exchange seats 603,773 599 ,'773 rem ire ike axilp Bg BG2 
Other assets 1,337,068 465,077 304 , 864 240,046 
Total assets $ 24,399,513 §$ 17,547,593 3 18,262,651 $ 12,758,755 
Liabilities 

Loans and overdrafts $ 9,993,664 $ 7,280,588 ¢ CsF2b AIR $ 554575124 
Securities sold short 1,695 Teh OT 4,264 810 
Clients' free credit balances 5 321/768 3,789,211 3,744,489 3,499,267 
Other clients' balances 703,662 1,304,458 886 , 929 582 , 342 
Brokers' accounts 2,795,169 1,614,289 1,602,197 1,599, 827 
Other current liabilities 304 ,628 233,690 478,944 188,115 
Total liabilities $ 19,120,606 $ 14,229,733 $ 14,668,315 ¢ 11, 327,485 
Excess of assets over 

liabilities $ 5,278,907 $ 3,317,860 $ 3,594,336 §$ 1,431,270 
Number of firms reporting 9 9 neg 8 
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Appendix IV 


MONTREAL AND CANADIAN STOCK EXCHANGES 


SUMMARY OF REVENUE AND EXPENDITURE 

ARISING FROM CANADIAN OPERATIONS OF 
U.S. BROKERS WHO ARE MEMBERS OF THE 
ONTREAL AND ADIAN S EX GES 


For Financial Years Fnded in 


Revenue 1961 1960 1959 1958 

Brokerage commissions B 6,034,479° § 3,914,815. $ 4,519,868 $ 2,963,821 
Underwriting and trading 

profits (net) 329, 352 281 73094 | 224,594 173,624 
Interest and dividends earned 310,350 264 469 238, 309 197,452 
Other interest 937, 00> 57 5053 113,026 91,376 
Gross revenue $ 6,767,215 $ 4,517,646 $ 5,095,797 $ 3,426,273 

Expenditure 

Commissions to other brokers 

and dealers $ 564,939 $ 295,305 $ 486,873 $ ©324,419 
Employees' remuneration 3,072 ,'765 232995299 2,166,714 Tee yAG: 
Communications 527 1346 483,991 424,642 3055743 
Occupancy and equipment 309 ,602 SO2 5962 235-5635 189,870 
Promotional 186,619 111,849 102’, 393 70,628 
Other expenses 783 765 578, 571 585,511 334,246 
Total operating expenses $ 5,445,036 $ 4,031,347 $ 4,001,768 $ 2,737,152 
Net operating revenue (A) $ 1,322,179 $ 486,299 $ 1,094,029 $ 689,121 
Number of firms reporting 9 9 1 8 


(A) Net operating revenue, before deducting salaries, bonuses and other 
remuneration of partners and shareholders and before deducting 


income taxes. 
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Bonds and debentures: 


Government of Canada - under 2 years $ 
- 2 to 7 years 
- over 7 years 

Provincial - under 2 years 
- 2 to 7 years 


- over 7 years 


Municipal - under 2 years 
- 2 to 7 years 
- over 7 years 


Hospitals and School 
Commissions - under 2 years 
- 2 to 7 years 
- over 7 years 


Other corporations - under 2 years 
- 2 to 7 years 
=OVeEr 7 years 


Total bonds and debentures 
vommercial paper maturing within one year 


- listed on a recognized exchange 
- not listed 


‘referred stocks 


ommon stocks - listed on a recognized exchange 
- not listed 


Total stocks 


Totals 


mber of firms reporting 


t_the End 
1961 


7,608,198 

320,905 
56,9 

8,486,012 


221,782 
195,976 


623,650 


25943 
20,985 


46,928 


236,013 
141,370 


677 , 383 


Veheg 311 


$ 10,617,744 
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inancia ears in 

1960 1959 
1,772 ,309 2,691,168 
378, 838 311,097 
2:471,174 _ 203,340 
4,622,321 3,205,605 
ey Tas 10)6) 479,251 
132,881 12,000 
10935074 1253 
SOO aoe DOR OO 
21,990 42,283 
25,220 O00) 
274,910 111,025 
B22\120 158, 308 
z 465 
22,495 (SS) 
86,970 __ 5,000 
109,465 5,940 
135 9,024 
85,000 Siolbsio) 
312,475 249,812 
404,610 262 ,016 
6,958,971 4,142 , 373 
574,679 250,485 
36 4.77 8,898 

Last - 
38,614 8,898 
534,604 438,482 
162,207 120,765 
696,811 559,247 
Sey eas, Bale Was; 
8,269,075 4,961,003 
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MONTREAL AND CANADIAN STOCK EXCHANGES 


Bonds and debentures: 
Government of Canada 


Provincial 


Other corporations 


Total bonds and debentures 


Preferred stocks 


Common stocks 


Total. stocks 


Totals 


Number of firms reporting 


10,700 


167,188 


177, 888 


$ 622,948 
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1960 


_90, 000 
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Terento, Ontario 
1 
APPENDIX V 
2 
3 The component Exhibits of this Appendix were 


4 prepared as summaries of a Survey conducted by the 

5 Montreal and Canadian Stock Exchanges in June of 1962 
6 to establish various Industrial indices as to the 

‘4 Geographic distribution of the ownership of Common 


8 shares issued by leading Canadian corporations. 


10 Index of Exhibits 

11 Exhibit "A" ~ Manufacturing Industry 

12 Exhibit "B" - Petroleum and Natural Gas Industry 
13 Eshibit tc" - Mining Industry 

14 Exhibit "“p" - Trust and Financial Industry 

15 Exhibit "Ek" - Public Utility Industry 


16 Exhibit "F" - Chartered Banks 
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Quebec 


23-46% 


Quebec 


30.46% 


Quebec 
28.93% 


Exhibit "A" 


Comparative Analysis of Common Share Ownership® 
Selected Companies listed on Canadian and Montreal Stock Exchanges 


Manufacturing Industr 


Geographic Distribution of Shareholders 


Other Canadian Provinces United States 


United Kingdom 
56-55% 18.19% 1.01% 


Geographic Distribution of Shares 


Other Canadian Provinces 


United States United Kingdom 


40.20% 26.27% 22-03% 


Geographic Distribution of Values? Represented by Shares 


Other Canadian Provinces United States 


United Kingdom 
45.72% 22 od) 3 2-20% 


Appendix V 


Other Countries 


- 19% 


Other Countries 


1.04% 


Other Countries 


1.0% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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12.38% 
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Exhibit "B" 


: ‘Appendix V 
Comparative Analysis of Common Share Ownership? 
Selected Companies listed on Canadian and Montreal Stock Exchanges 
Petroleum and Natural Gas Industr . 
Geographic Distribution of Shareholders 

Other Canadian Provinces United States United Kingdom Other Countries 

55.06% 31.03% TIS 82% 

Geographic Distribution of Shares 

Other Canadian Provinces United States United Kingdom Other Countries 

22.05% 63-49% 239% 1326% 

Geographic Distribution of Values? Represented by Shares 

Other Canadian Provinces United States United Kingdom Other Countries 

20.96% 65ei7% 1.18% 1.66% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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20.86% 


Exhi bie "CO" 


Comparative Analysis of Common Share Ownership? 
Selected Companies listed on Canadian and Montreal Stock Exchanges 


Geographic Distribution of Shareholders 
Other Canadian Provinces 


United States 
SOM TKS 4 


United Kingdom 
34.36% 


» 74% 


Geographic Distribution of Shares 
Other Canadian Provinces 


United States United Kingdom 
47.44% 35.88% +65% 
Geographic Distribution of Values> Represented b Shares 
Other Canadian Provinces United States United Kingdom 
49.56% 26.78% 


1.19% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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Other Countries 


- 70% 


Other Countries 


1.18% 


Other Countries 


1.61% 
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Exhibit "D" 


Comparative Analysis of Common Share Ownership? 
Selected Companies listed on Canadian and Montreal Stock Exchanges 


Trust and Financial Companies 


Geographic Distribution of Shareholders 


Other Canadian Provinces United States United Kingdom 
53.78% 14.55% 1.38% 


Geographic Distribution of Shares 


Other Canadian Provinces United States United Kingdom 
43.49% 15.40% 4.18% 


Geographic Distribution of Values? 


Represented by Shares 


Other Canadian Provinces United States United Kingdom 
43.83% Lied SY, 2.86% 
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Other Countries 


265% 


Other Countries 


223% 


Other Countries 


031% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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19.95% 


Exhibit "E" 


Comparative Analysis of Common Share Ownership® 
Selected Companies listed on Canadian and Montreal Stock Exchanges 


Utility Companies 


Geographic Distribution of Shareholders 


United States United Kingdom 
26.25% 3.59% 


Geographic Distribution of Shares 


Other Canadian Provinces United States United Kingdom 
44.54% 20.10% 8.73% 
Geographic Distribution of Values? Represented by Shares 
nited tes United Kingdom 
48.97% 18.53% 7232% 


Appendix V 


Other Countries 


1.54% 


Other Countries 


631% 


Qther Countries 
5.23% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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Canada 


84.10% 


Canada 


75-63% 


Canada 


76229% 


Exhibit "F" 


Comparative Analysis of Common Share Ownership? 
Selected Companies listed on Canadian and Montreal Stock Exchanges 


Chartered Banks 


Geographic Distribution of Shareholders 


United States British Commonwealth 
and United Kingdom 


3.76% 11.20% 


Geographic Distribution of Shares 


United States British Commonwealth 
and United Kingdom 


3.71% 18.43% 


Geographic Distribution of ValuesP Represented by Shares 


United States British Commonwealth 
and United Kingdom 


3.94% 18.76% 


Appendix V 


Other Countries 


294% 


Other Countries 


2-23% 


Other Countries 


1.01% 


a) Date of Record December 31, 1961 or at the close of most recent fiscal year. 


b) Last transaction in Canadian dollars as of January 2, 1962 (Board Lots). 
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APPENDIX VI 
The component Exhibits of this Appendix have 

been prepared from the 1961 Taxation Statistics in a 

manner calculated to facilitate the utilization of the 

data for the purposes of this submission, The resultant 
reorganization of the Department of National Revenue's 
statistics emphasizes certain relationships not readily 
apparent ze the source document, 

Index of Exhibits 

BeOS HAY Percentage Distribution of Investment 
Income, by Sources, Investment Income as 
a per cent of total Income deciared by 
Individuals for Income Tax Purposes, by 
Income Classes, Canada, 1959, 

Exhibit "B" - Percentage Distribution of Investment 
Income, by Sources, Total Tax Returns, 
and Total Income Declared by Individuals 
for Income Tax Purposes, Among Income 
Classes, Canada, 1959, 

Exhibit "C" - Percentage Distribution of Investment 
Income, By Sources, Investment Income 
as per cent of Total Income Declared by 
Individuals for Income Tax Purposes, 
Average Total Income Declared, by 
Occupations, Canada, 1959, 

Exhibit "D" - Percentage Distribution of Investment 
Income, by Sources, Total Income 
Declared by Individuais for Tax Purposes, 
and Total Tax Returns, Among Occupations, 


Canada, 1959, 
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Exhibit "E" - Distribution of Tax Returns of Individuais 
Reporting Incomes of $8,000 and over for 
Income Tax Purposes, Taxpayers only, 
by Occupations, Canada, 1959, 

Exhibit "F" - Percentage Distribution of Investment 
Income, by Sources, Investment Income 
as a percent of Total Income Declared 
by Individuals for Income Tax Purposes, 
per cent of Total Investment Income 
Received, Taxable Returns Re porting 
Income of $8,000 and over as per cent 
of Total Taxable Returns, Average Total 
Income Declared, Resident Taxpayers only, 
by Provinces, Canada, 1959, 

Exhibit "G" - Distribution of Investment Income, by 
Sources, Total Income Declared by 
Individuals for Tax Purposes, Totai 
Taxable Returns Reporting Income of 
$8,000 and over, Average Total Income 
Declared, Taxpayers Only, by Provinces, 
Canada, 1959, 

Exhibit "H" - Percentage Distribution of Investment 
Income, by Sources, Investment Income as 
per cent of Total Income Declared by 
Individuals for Income Tax Purposes, 
per cent of Total Returns Reporting 
Income of $8,000 and over, Average Total 
Income Declared, Taxpayers only, by 


Size of Center, Canada, 1959. 
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STF Terente, Ontarie 

1 Exhibit "I" - Distribution of Investment Income, by 

2 Sources, and Total Income Declared by 

3 Individuals for Income Tax Purposes, 

4 Taxpayers only, by Size of Center, Canada, 
5 1959. 

6 Exhibit "J" - Percentage Distribution of Investment 

7 Income, by Sources, Investment Income as 
8 per cent of Total Income Declared by 

9 Individuals for Tax Purposes, Average 
10 Total Income Declared, Personal 

11 Exemptions Claimed by Individuals for 
12 Tax Purposes, per cent of Total Returns 
13 Reporting Income of $8,000 and over, 

14 Taxpayers Only, Ontario and Quebec, by 
15 size of Center, Canada, 1959. 
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APPENDIX VII 
The component Exhibits of this Appendix have 
been prepared from the 1962 New York Stock Exchange 
Census of Shareholders, 


INDEX OF EXHIBITS 


Exhibit "A" - Adult Shareowners of Public Corporations 
by SEX 

Exhibit "B" - Total Shareowners of Public Corporations 
by AGE 

Exhibit "Cc" - Total Shareowners of Public Corporations 
by INCOME 

Exhibit "D" - Adult Shareowners of Public Corporations 


by EDUCATION 


Exhibit "E" - Adult \Shareowners of Public Corporations 
BY OCCUPATION 


Exhibit "F" - Total Shareowners of Public Corporations 
by HOW FIRST ACQUIRED STOCK 


Exhibit "G" - Total Xhareowners of Public Corporations 
by HOW FIRST ACQUIRED STOCK and by SEX 


Exhibit "H" - Total Shareowners of Public Corporations 
by HOW FIRST ACQUIRED STOCK and by AGE 


Exhibit "I" - Total Shareowners bf Public Corpa ations 
by CITY SIZE 


| 
| 


aenolistogtod 


anolistogt%oo 


A) 


anottetogtod 
anolst siegtad 
adelistogtod 
anottistagted 
anotistogtoD 


xae vd bas 


anor terog tod 
SpA vd bas 


erolss wmq'tod 


eved xibasqgA efdd to etidtdz® Inenoqmoo ed? 


,evebLloriersd2 to evenso 


SEISINKE %O XACMT 


offdy to 
ot ide to 
okidsd To 
Sildyd to 
ofidwi To 


Stidud To 


exeawoewende dinbA 
xaS yd 


atenwosxsAde IstoT 
HDA yd 


axenwoseneda Istot 
SMOOWL yd 


erenwostede UlubA 
MOL FAQUAE yd 


avanwost6dg IivbA 
WMOLTAIGOOO Ya 


erenwosrsde [stoT 


AMOFES GHALUPOA Tenl® WOH yd 


oiidut to 


erTeqwo StSenk fetoT 


HOOPS GHALUSOA Text WOH yd 


otidsd to exenworvreda fatoT 
NOOTS GAAHLGPOA TAAL WOH yd 


ofidet t4 exenmwoetadt2 Isto? 


#SIa YELO yd 


egnsdoxd Woov@ AtoY we S8CL end mort bersqexq need 


sia <td 


te" 


n yi 


u 
Tt g" 
fi gy" 


gy" 


: ty 


ny" 


dididxa 


JidtAx® 
tididza 
titdtdxa 
tidtaxa 
tididxe | 
M 
tididxd laa 
ja 
fidtnxa | 
"1 
sidtaxd 


a 


A,204 


*Satizunos ubteroj ut 
BuTATT SueZTITO *S*M pue *suoTssassog pue SaTIojIIIae]l *S*n *‘tremey ‘eySeTV uT HuTATT sIayjyO pue seor0j pawiy ay. jo siraquaw sepntoul xy 


*uoTzeTndog jo snsuay TeTuUa2aqg °S°N Q96T au} uo AjTrewtid paseq are pasn uotzetndod *s*p Te}07 jO sazeUTIsy yx 


000 £Z1ZSE8T 000 £067 *ZT 000OTOSZLT TeOL 
steer aestvansestnaassn pcan tailetreinigaatitatcesati dinjameneimanienninnngpmrah ener essinienneneapaaidbimiutaetneap on 


000 £08e SOL 000‘ Z6T 000 £ OSt SIOUTW 
000*ZTT*9 000 £90z 000‘ yOE yxXPS Aq patztsse[D ION 
¥S°TT %C°ST 000‘ STZ*90T %0° OOT 000*280*ZT %0° OOT 000‘9¢Z §9T TePOL-qns 


esses 


KS° TT 6° vT 000* 629 ‘cs _G°%sS 000% ze s9 O° TS 000‘ T6z £2 seTewejy PINpY 
eT %9°ST 000980‘ TS XG*Lv 000‘ 0rz‘S %0° 60 000£S96*z SeTeW FINPY 
6S6T C96 yes Kq TeOL jo Tequinn ' TeZO] FO TequinNn xas 
SIauA0arey OUuM uotTzeTNdog que Iad yUuaDy Ted 

xas "S°N TeOL 6G6T COOL 
yoez fo  yuad Jad pezewtysy SloumOsrIeyS TenptAtpu] 


dS AM SNOILYYOdHOD SITANd NI SYSNMOSYVWHS LTNdav 


SYSCTOHSYVHS JO SNSNAD FONVHOXA AOOLS NYOA MAN Z96T 


IIA Xtpueddy uVa FIQTYXY 


ie ean ere te ater 
o _ d ' 


x22 Ya 2HOTTAROGHOD = 2ASMNOSAAH2 TIUGA 


bessmistes. etenwostsidie Isubiv font 


<2 ietet 

noitsiuqoed 

2x2 yd x8 
 000,080,1e RE.Th ~ 000, GaT,.é F0.e8 000,.23e,T 2eisM tiuba 
000,093,228 alse 000 TAE.3 0.12 000, 18,8 zsicgmeq tiubA 
000,217 ,80L 70.001 000,T8O,9f HO.00f  000,de8, af lstetT-due 
000,T1i,a oo0,e0c 000, ROE Wyse yd boittessiD ton 
000,086.07 " 900, Ter 000,022 2Tonim 


000, S18 ,.£82 GOE OEP, St 000,010, £ - LedoT 


sfoistelugod to evens) Isinasoed .2.U O80 edd nd ylixemitg baesd ors Dsew noitsfugog .2.U Istot to satwahges a 


privit anesitio .2.U bas -~endbecssacd bis eSizotiztal .2@.U .iiswsH .edeslA mi onivil eredto bns esa107 bamtA edt to exadmoem esbulonl me 
-e9ittnuos apiozot ar 


A 2Q5 


RTL %7°6 
%6° ET He ST 
%7° LT %9° 0% 
%8°ET Ko ° TS 
AL*S %6°vT 
6° L 6° L 
RE °O %9°O 
6S6T c96T 
SIsumOerleyS ely OUfi 
dnor9 aby 
yoeg jo  yuad rag 


IIA Xtpueddy 


000*ZT2*E8T 000‘ 06% ‘ZT 000‘OTOSLT 
000*LTTS9 000 £902. 000‘ 70e 
000‘ S60‘ZLT 0° 00T 000‘ 787 ‘ZT %0°OOT 000902 £9T 
000*STS‘9T 0" Lt 000* ETT *Z KL°ST 000'LT9*Z 
000*STSSST ML° 1S 000 £9992 %C° 6T 000 £207 *€ 
000 S €6€ £0Z HB °7T 000 £008 £z %O°LZ 000‘ 61S‘t 
000 ‘ TSZ ‘EZ 6B OT 000‘ 7902 KI ° TS 000‘ 8zS*e 
000‘ rEr‘0€ %6*6T 000‘ rrr *Z HE vT 000 £06€ £Z 
000 * 68% SOL #9 °T 000‘26T AL °S 000 £OGr 

~ aby Aq 201 ae Tequnn TeqOL 50 TequnNn 
uotzetTndod EE a ee: ued réd 

“ST TAROT 6S6T 7961 

pezeWwiysy SIsumosereysS Tenprtatpu] 


FOV AG SNOILVYOdUOO DITANd 4O SHANMOZYVHS TWLOL 


SYACTOHSYVHS SO SNSN3D JSNVHOXA MOOLS YYOA MIAN Z96T 


wGn FTQTYXY 


TeIOL 


aby Aq patstsse{D ION 


TePOI-qns 


IapTO pue srea, Cg 
szeeX 79 07 CG 
sreaA 7G OF Gr 
sresX pp OF CE 
sreak ve OF 12 
szea, [Z repun 


dnor9 sby 


botsmised 


-2.U LstoT, .. 


noitsiuged 
sea yd 


000,88 OT ~ 


OOO, AEROS 


000 , Lev ES 
000 ,€e .OS 


000, efc,cf 


000, 248,01 


25M SEIA i = 


~ giaties 


a ee =e raa wT yste 


DA YE CWOITAROWAGO OLIdUG 40 CHSMWOSAAHe JATOT 


ersmwostsni2 L[eubivibal 


30. pabttnaereean tase daaasee 


Tay git Sar! 


sae TS9” i gas 199 

¥a.f G00, ver AY.S 000.026 

Ke. O4 GOO pA f . EAL 000,00E,£ 

8.04 000, a80,S Ri. LS 060.882, & 

RE.S8 900, 008,8 ~  FOsTS 000,efc,.& 

wr. gs G00 .,.2a0,8 ¥S.e8 000, S05 .€ 
er .E1 060,.FL9.5 


a 000,.414,8 


000,¢°0, TTL 


000, TfL1,.a 


000.Sf8,668f 


40.001 060, BBS SE 


000,.d06° 


060,.00R,.o1 


0.00 


900, a6T ,0£ 
000, SOE 


ae” 


000 .010,T£ 


quot epA 


atesY If irsbau 


21seY Ser If” 


zissy $8 of C& 


21seY Bb oF Gh 


etesY $0 ot Ge 
tebiO. bas exssy G3 


istoT-due 


apA yo beittees!S ton 


istort 


*ewoouT pToyssnoy OOO*ZTS eaey 0} pataptsuos st yoee ‘sreumoereys ere Yio jt *puey rayj0 38u UD 
“OOO*ZTS ST SsWOOUT PTOYesRoy s,TaUMOaTeYS ayi *Q00*%Ps peY PTOYSSnoY sues sy}z JO Tequiswl IaumOerIeys—uoU e pUe aWOdUT O0Q'8$ PeY IaUMOAaTeUS e 
‘atdwexe roy £3 *pToyesnoy ayj jo szequow TTE FO SWOsUT peUTqUOD Te}02 SYyz ST yaWOOUT pTOYesnoH, *saxez aTOJaq aWODUT T9KT UO peseg W 


206 


Riek 


000‘ ZTZSE8T 000‘ 06% ‘ZT 000‘ OTO*LT TePOL 
<srssstenscsnl-esetehnUsietmsensianssesssthentpnasasenacevesineishens-pntlanemsensntimnan nsitnensnseups- ene. 
000SZTTS9 0004 90Z 000‘ rOE awooul Aq peTtstssetT9 ION 
MT "2 kp °6 000‘ S60*ZZLT %O*OOT 000 S vez *ZT %O*OOT 000902 *9T TeyOL-qns 
Ee ae ee a ee eee Pe 
%8°9E KE * Gp O00 TLL ST %O°T 000‘6TE %B°v 000‘ Z08 IaaQ pue CQO0*SZ$ 
%6° 97 KE*6E 000*9ET fg AL°S 000 * 002 *I°ST 000£ TZ0£Z 000‘ SZ7$-000 STS 
%L° ST HL LT 000‘ 8Tr£et Sb > T 000‘ 692‘ T %S°6T 000 8cz*€ 000‘ ST$-000S OTS 
%O°vT %9°TT 000‘ 9¥Eef TE %9* 7 000 £922 £Z %L* ES 000‘ 6S6‘5E 000‘OT$-00SSZ $ 
%o°9 O° L 000‘ 9¢E€ * Gr %9°GS 000‘ SpT fe %S° TS 000£Z6S*E 00s‘z $-000'S $ 
HOG KE°S 000 £96¢S* SE %T°OC 000 £ 69% £Z Se TT 000£720*Z 000s $-000%E $ 
2 %S°T 000 ‘Z6r *6E %0°6 000‘ 90T ST %O°9 000‘ Z00S T 000f€$ tepun 
6S6T CI6T ewoosuy Aq Teqxo] Fo ZTequnn i i 25 WO) i Tequinn eWOSUT PTOYSSNOH peyrodeay 
SISUuMOeTeUS 8IY uotzeTndog yus9) Idd USD Iad 
oyfi Anorg ewosuy *S*N TeOL 6S6T C96T 
Yoey jo JusedrIed pe zewtysy SIeumoOereysS TenptaAtpu] 


“IIA xtpueddy 


AJWOONT AG SNOT LVYOdHOD DITENd 4O SYANMOISYVHS TWLOL 


SYSCTOHAYVHS JO SNSNID JONVHOXS NOOLS >.YOA MAN Z96T 


wu FEQTYXA 


_ tela SS. = Sa Se j : 
SMOOME YE @MOITAROIAOD DLJaud 30 eAaMwWOAAAH? JATOT 
- - ws ; 
65 Yo tn90799 bsssmited ezammostsite Isubivibni _ 
— Gdw quoi -smoonl <2sU Letot eee S30i 
uae. 2 nottsLlugqod gna) 190 gnsv 72d n - 
ea ae eel smnoonl yd gmoanl blodeaushH besitogefh 
RES ¥2.5 000, Sea, cE 000,£? zsbau 7 
Re 86.2 000, a6 .cé 000.2 2-000,€ @ 
a ) 22.1 000 ,3€E ¢2h 002.7 2-000,é 2 
¥O.a1 BsS1 006 ake, 000,0i#-002,T @ 
EL WATE 000, 818 ¢81 000, 212-000,012 . 
: ‘ ; 7 a’ 
ye. aS RE. 000,d6144 000, 282-000 21? 
‘ - 
#8. Lae 000, ITT .L tsvO bns 000,252 
7S: “MP2 = S  NOOSeOeTTL 0.001 000, S8E,S1 ¥0.00f . 000,807.31 istoT~du2 | 
000,T£1,3 000,d06, 000.508 smoanl yd beitizeslO tou | ; 


600, SIS .é81 000, OCR ci 060,010, V1 istoT 


_  eaigqmsxs ict ~i] -blorsavod sit to exsdmsm ifs to emoomi bonidmco Letot st 2i “emoont bloneeucH" .eexst eroisd smooni Idvi no bsesd & 
+000 ,~Sf2 2i smGoni biofiggwod 2'rsnwesisde sit .000,h2 bed blodeauod emse sis to itedmem twenwosierle-non s bas smosni 000,82 bend 1rsmwostsile & . 
ssmooni bloriseyod OOD,SI# ovsd ot betebtenoo ei dase ,.eremwoorsde sis fifod ti ,onser recto sz a0 


oO 
feu) 
aj 000 *ZTZSE8T 000£06r ‘ZT 000‘ OTOSLT TEUOL 
000*LTT ‘9 000‘ 902 000 £vOE uotzeonpy Aq paTtfztIsseTg ON SrTeyO 
000‘ ose Oz 000‘ Z6T 000‘ OSr srouty 
XG° TT %E°ST 000‘ STL‘90T  %*00T 000£280*ZT ¥%O* OOT 000£9¢Z ‘9T TePOL-Gns 
48° Cv %6° 09 000‘ Ter *e XG ° 6% 000‘99¢‘¢€ %9° TE O00 LETSS eIOW ITO sbaTToD sires, vy 
KE°LT 4o°vE 000709 £6 er TS 000285 *Z 4S ° O07 o00' sz fe abeTTOD steak € 02 T 
Sp ° OT %S8°ST 000 £0ZS ‘OE %6° SS O00 OE TSE SL ° 6S 000£ 878 ‘v7 Tooyos yHtH sree, vp 
$6°V 42°C 000£09TS 8S %C° ET 000‘ 708*z %S* BT 000‘200‘%€ ssa] IO TOoUDS YHTH sree, € 
6S6T CIBI uot}eonpy TeqOL jo Iaqunn Tero TL jo IsqunNn pe zatdwo9 Toouss fo reek 7seT 
SToaumoereysS ery outs Aq que) Jad que9g rad 
dnoz9 uotzeonpy uotzetTndog 6S6T CI6T 
used Jo yuaDg iad "San TeVOL SITeumMOeITeUS TenpTtAtpu] 
pe zewtzs4 


NOILVONdGS Ad SNOILVYOdYOD OITENd JO SHYSNMOSYVHS LINAGV 


SYACTOHSYVHS JO SMSNAD FODNVHOXA ADOLS AYOA MAN ZI6T 


IIA Xtpueddy udu FEQTYXA 


beismis2d 


-c-U IstoT C eramwosrsde Leubivibal 
Hoitsiugod 3 geet 

hank? 4 

nottisoub3 
000,081 ,.8e ee.es 000,808,S — é. 81 000, 100,£ 
000 ,0Sé,0¢ ye,ae 000,0€1,£ wr ee 000,853, 
000,803,€ B.S 000, Ta¢,¢ ee.0s 000, 28S,¢ 
000. [63,6 ya.ec 000 ,.880.€ M3.1E 000,TEL,2 


000 git ,a0L 80.001 000,T80,Sf£ ~ 0.00L 060,.acS,. df 


000,08¢,07 | 000, TOL 000,068 
000, TLL .3 600,808 000 BOE 


G00. SIS, 8! 009,088, Sf 000,010, T1 


WOTTAQUGS YE 2MOTTAAOIAOD SIISUI 3O eASVMORAAHS TIGA 


betelqmod leodse to rse¥ tesd 


229] 10 loose det etsey £ 


foods dpih ezsey » 


spsilod erssy € of I 


STON to apsilod etsy 4 
{sseT=due 
2tonin 


noitsoubd yd beltiees!) tow erento 


SetoT 


000 ‘*Z1Z SE8T 000' 06% SZT 000f0TOSZT TeIOL 


aa 000*LTT*9 000 £902 000 *70€ uotzedns99 Aq patJISSETD YON St9yIO 
oe) 
ss 000 O8€ *Oz 000‘ L6T 000 £OSr SOUT" 
< 

%S* TT %E*ST 000 STZ ‘90T %O°OOT 000*L80*ZT %O°O0OT 000° 9SZ*9T TePOL-qns 


(suosied peitzer 6utpntoult) 


ST°vt %SL*VT 000£L€6'9 %T°8 000 £086 %E*9 000 EZOST SeTeN TNpy peAoTdwq-uoN 
%9°TT £1°ST 000 S9LTS9E TEE 000 £000’ %9°EE 000‘*z9r*G seTewey atnpy peAoTdwy-uoN By SsatTmesnoHy 
%9°T %r°T 000 ‘G69 ‘Sv %9°0 000 EZ %7°O 000‘S9 SIaIoqey wie; PY SsIewirej 
Kev %9°S 000SZLS*z yt Mak d 000‘ 9ZE %9°S 000 S Ez SIOYIOM BDTAIES 
22 %6°T 000L9€ SST Sve 000‘ TTv FL*e 0006 6Er sIerIoge] 9 seatzeredy 
%8°9 %9° OT 000‘ TSZ ‘8 48° 000 £08S XL°C 000 ‘226 usWeIOJ BY vsews}pemp 
%S° ET ETE 000‘ E70 £z %v°9OT 000 £Z86‘T %O*vT 000 £922 §Z STETITIJO B srebeuew *srIozetidotg 
%9° 9% %6°SE 000 SOLt §Z %O0°9T 000‘ 76ST %G*°9OT 000 £289 §Z [TBUOTSSSJOIg-TwWaeS PF TBuOTSsajold 
KT°ET KEEL 000 £669 ‘ZT %6°vT 000 T08‘T %Z°8T 000 £6S6 £Z sates B Te9TIETO 
6S6T Z9I6T udT}edNIIO TeEToOL Fo Iaqunn TeVOL fo Iaqunn NOILVdN35990 
SIsumosreus 381y hq USED Id que) Tad 
oum uotzedn390 uotzeTNdog 6S6T ; 796T 
yoeq jo 4yueD Iag *S*] TEIOL slaumoereyS TeENPTATPUT 
pez ewtisy 


NOILVdND5D0 AM SNOILVYOdHOO DITANd JO SUYSNMOSYVHS LTNAV 


SYSCTOHSYVHS: JO SNSNAD SDNWHOXS ADOLS AYOA MAN Z96T 


a _ 7 : ~* — 


HOO YA eMOITASOAACD OIJEUG 40 25 


| re ee bot smited 
dasa to gnsd 199 e2.U IstoT oP as etanwootsn2e Lsubivibnal | =r 
orw noftsquas0 moktsluqod Reel =. Sel 
_etomosisde SiA 7-4-5 tne) x99 tne 189 
FES noitsquss0 isjoT_ to eda istoT 30 WOITAIUODO 
000,208 Sf Bebl  000,108,1 - RS.81. __ 000,28e,¢ 2ele2 $ IsoizelD 
000 ,0TA .T x0.5i 006,.h£0, [ : REWDL . 000,.$86,° Lsnoizagterd-ims2 2 Isnoteestord 
000 ,-£80,T Kh-OL 000 ,.S8e, 1 . ROL 000 ,ave eisisttto & ertspensm ee1cisérgord 
000, 1eT .8. SBebd 000 ,O8é RT 2c 000, 732e fematol 3 nsmetisiD 
000 Tae el RoE. O00, Ls * ere 000,2e— zteyods1 3 eevisereqd _ 
G00,TTC.3 aves 000,.d8E RI-S 000 ,€op exrsaA10W saivre2 ie. 
' 7 
000 ,22d a RA. 000,£7 Rdad 000.23 aresiods mrsq $8 eromis4 
0CO,dT1,d€ RI.EE 000,000, ¥O.£E O00 ,Sahe2 aslemsa sluba beyolqma-noll A eaviwsevoH ‘ 
000, TE 6d RI. 000 .08e ¥E.8 GOO ESO ef 2elem tiubA beyo loma-nch . 
{enoereq berite patbulonl) im 
000 ,2fT dod RO.00F 000, 780,8£ 0.00L 000 ,aeS,.3i istoT-due 
000,086,0T 000, Ter 000,0¢n "_ etontia a 
000,.TI1.6 - 000, a0 G00, ACE noitsquos0 yd boitieeslO sof 21930 3 
ze ; J 
LLL LCL LLL ALL CICS tte teeta 


000 Sif, £81 000 ,0@h Si 000 010, TL LgsoT 


Ae 


000 067 £ZT 000SOTOSZT TeVOL 


D 000‘ 90z 000‘ Poe 4203S parinboy ysIti moW Aq patsIsseTO ION 
* %0*O0T 000‘ 782 ‘ZT %0* OOT 000*902*9T TePOL-qnsS 
%L.°O 000‘98 Sy? T 000‘ Ez zrequewey 4, u0g 
*I°E 000‘ TSE %7°E 000*89¢ zayi0 
K°ZT 00009S‘T %G°ET 000'S¢z‘z aoueytrayul 0 3319 
%6°ZT 000'S8¢*T 6° L 000‘0ze*T yueg y6nozry] zybnog 
*T° TS 000 26S *Z %9° OT 000SELLSZ Ioj payroy Aueduog ySnoruL 
%G° 60 000‘080*9 %o°LS 000‘ 96¢°6 zrayorg ubnozyl jUbnog 
Te}OL jo Toquinn Tejo] jo Tequnn 4904S partnboy ysItjl moy 
qua Idd queg Idd 
6S6T c96T 


siaumoereys TenpTALpul 


MOOLS GSYINOOVY LSYI4d MOH Ad 
SNOTLVYOdHOD DITANd JO SYANMOSUVHS TVLOL 


SYSCTOHSYVHS 4O SNSN3D JONVHOXA ASOLS AYOA MAN Z96T 


IIA xtpueddy wdu FTQTUXA 


bed whites 
os oul Sade. 


— 
7 & 


@MOLTANOAAOD DT3aua 30 SHaveOAAHE JATOT 
Se ~~ WoT e-Ga8TUOOA TeaTa- WOH YA 


ae 


etsmwosisne Isubivibnt 


Asese beriuposA te1iF woH 


~ 000,080,a ¥s.¥é 000,0e2,¢ ~~ sedoti ApuoidT tdoued = 
G00, S02, : ¥B.af 060,ETT.S 107 bexro# yasqmod dovornT 
000,282, 1 yey GO0,08E,f ; ; _ Ans@ doverT $foveg : : 
000 ,.0a2, 1 bh 900, E28, ; sonstizenay mo Sti : 
"000, Ise ROWE 000, 882 tails : 
™ 


tedmemeA t* nod 


issoT-due 


Aoose bexriupod ge1id wor yd beitizes!o soy 


800, 00h cf 600,.010,TL ; lestoT 


000SO0TO SLT TWLOL 


| 
q 000‘ v0E MOOLS GIYINDOV ISHI4Z MOH Aq patztsseTO ION 
%0° OOT 000‘ 90S6*8 %O* OOT 000£00z*8 TeyOL-qns 
H0°S 000‘ OLT %8°O 00099 Tequewsy 4, u0d 
%6°E 000‘ ZEE HO°e 000£9%Z ray70 
%O°8T 000‘ TESST %L°R 000 ETL aoueyTIsyUu] IO 419 
%p°s 000‘ PTL Eek 000 ‘66S yueg ybnozul jubno0g 
4L° ST 000‘ 9EE ST %O°LT 000‘ Err *T Ioj pexyzom Auedwog ybnorylL 
#O* 7S 000 €Zr‘r £9°79 OO0OSEETSS qayorg ybnoryl iybnog 
que) rag yueD ted 
SF TIVWSS SA TVW 


XaS Aq pue HDOLS Gadinoov LSuld MOH Aq 
SNOI LVYOdHOO DITENd JO SYANMOZUVHS IVLOL 


SYSCTOHSUVHS JO SNSNAD FONVHOXS ADOLS AYOA MAN Z96T 


IIA Xtpueddy 


wu FTQTYXF 


000,ESE,a 


Riva | 000,d€6,1 Ra. TL 000,£RR, 1 
MP8 000,817 © WELT 006,e82 
yO.8L 000, 16@,1 4.6 000,£i17 
ROLE 000, SE6 OLE 000,.38¢ 


WO. 000, OTE 8.0 000,06 


000,.30¢.8 #02001 000,008 .8 


000, S0€ 


000,010, Ti 


- 


ted01d dpworT trpued 

toi bedroW yasqmod dpuorntT 
2068 nipuotdT tdpucd 
sonstiterial to +219 

wens 


asdmsmeA J’ aca 


{steT-du2 


NIOTe GAALUDOA TeAIT WOH yd beitiaeslo tov ; 


JATOT 


Rell 


000‘OTOSZLT TVLOL 
a TE a me oe ee Oe ee A 
000‘ rO0E MOOLS GSYINDOV LSYI3 MOH Aq patztsse{TD ION 


#0 *OOT 000‘6T8*sS #0* OOT 000°6TS*t %0° OOT 000‘ 89¢*9 TeFOL-qnsS 
ar glee insaemoeneeensis sfc thsime sercagpececniecesasen essen enon csp 


HE°T 000‘ vET %L°O 000‘Ze %T°T 000£0z Jaquewey 3, U0 
AL°v 000 £ Lz *8°T 000‘ T8 re 000‘21Z 9470 
H9°ET 000 § T6Z %6°ZT 000‘ €8¢ 48° ET 00068 aoue}TIeyU] IO 3319 
%C* OT 000‘ 76S %O°OT 000 *ZSr %I°v 000‘ 19z yueg ySnoryl zybnog 
%* TT 000‘ 0Sz Kp vT 000‘ TS9 %8° TZ 000 §88E ‘ T oj paxtoyx; Auedwopg yb6noryL 
KE* 9S 000°9LZ2‘E %o°O9 000 £072 ‘Z %8°SS 000‘ EScs*e Tayorg ySnory{ yyhnog 
_Te}0L JO —=CTUNN —=S<se}0] gO aaqumN  T®y01 JOT 3qunN MOOLS GIYINDOY LSYIS MOH 
jus) Idd qUue9 Iad juaDg tad 
YSdTO ANY 39V¥ 4O SUVSA Gc FOV JO SYVSA pG-Cr FOV JO SYVSA Gp YaaNn 


FOV Aq pue YOOIS GadInoov LSdla MOH Aq 
SNOILVYOdYOD DITENd JO SYSINMOSYVHS IVLOL 


SYACTOHSYVHS JO SNSNID SONVHOXT AOOLS NYOA MSN Z96T 


IIA Xtpueddy : wHa FEQTYXg 


— 


: wen — soe 
eonken 42 40 Wey 


ary estat sere 2 2 a= bes fe — = — 4 7“ ‘Sag Ke q 
SOTTAAgwS JT IEUI 40 2ASVWOAHAHE JATOT 
| 2.) yd bas WOOT? GaXIUOOA Teal? WOH yd 


A3GCIO GUA 30A 50 eAASY Ee SOA FO anAY Ros HOA 7O eAAaY eh saqMu 


| tno 1289 


Fas 187 


Zistor 39-. 4) AOOTe GSAIVUPQA TenI4 WOH 


Mevae ~*~ ~OOOsATE Ee ” HE.08 G00 OST .S ~. ‘B82 000, €22,€ astoxl dpvordT treued 


000,0éeT RSI 000, [28 MB-IS 000,886, I OF bekrow ynsqmo2 dovosdT 
000 nee ~ ¥O.0L 000, Ses RI.1 000, [a¢ AasG dovewlT tdpvog 
006, 1eT ©  Re.S1 ‘000 ,,£8é RB.LL 000, °Ts sonstixerinI 10 $71d 
000, ATS B.f 606, £8 RB. 000, TIS xeds0 : 
000 ,AEL xT. 000, SE MI. 1 000 OT ~  sedmemsA +'noG ; 


000,.018,.¢ RO.001 000.eLf¢,4 XO. 001 000, 83&.2 {ssoT-due 


000, BOE WOOT2 GEATUPOA Teald WOH yd beftieesiD tou 


SPasIaAQ Sa0rT0j pawiry sapntoul x 


N 
a 
WN 
=< 
000£ZTZSE8T 000‘ 06% ‘ZT 000SOTOSLT TVLOL 
000 SSLEST 000 £96 000‘ 8ET WY peorqy BbutAty 
5 SUeZTITID °S°N -- SatTIzuNOD ubtar04 
000SrTS*z 000*€ 000'¢ suotssassod 9} SeTIOPIIIe]l *S*h 
KO°L %b°6 000‘ EZES6LT %0°OOT 000 § T6€SZT %0° O0OT 000'298‘9T TezPOL-qns 
%9°E Spe 000 £ G6S‘ 79 4S°*LT 000SZLT SZ %O°ET 000‘ €6T £Z (WIej-UON pue wiejy) seary TerNy 
#O°L /#S* 7 000 £826 § ve #9° 6T 000 £62r ‘7 #8 * SZ 000‘ TSE St 000*SZ 93 00S*Z 
%T°6 4L°CT 000 £282‘ 8z %0°6T OOS Lee *2 %L.° TZ 000£099%¢€ 000£00T 93 000'SZ 
%o°6 %T°ET 000 £8Tv*ZZ %L° OT 000‘ €90£Z Sp°Lt 000‘ SE6 £Z 000£00S °3 O00*00T 
%S*°OT %O°ET 000 £S6S § 8z eu 000‘ OLE *E at ce 0008722 SE Iaao pue OO0f00G 
6S6T Z96T azts Az1D Xq TePOL FO Taquinn TePOL FO TequnNn azts AID 
SIeumOereusS slY ou uotzeTnNdodg yuUaeD Idd queD Jed 
@ZTS AID yoeg ut °Ss°N TePOL 6S6T 
uotzeTndod pezewtysy SIaumoOserTeuS TenptaAtpu] 
JO  yUaD Jad 


3ZIS ALID AG SNOILVHOdHOO SITENd 4JO SYANMOSYVHS TVLOL 


SUC TOHAYWHS 4O SNSNAD JONVHOXA NOOLS AYOA MAN Z96T 
TIA: xypusdety ae 3TqTWS 


a ee Anke OOS SS Sew 


ee Raa 5 Bat Sac BOTS etory ws 
SSIe YTIO Ya 2uorTasoswsoo DIuauqI Wo ansymoaaane JATOT 


a Sat | : 


betemises etsmwostsde Lsubivibnl 
2 310 dosd at Bit TW PPA AT Latol . Has! 


pie s 5 ow — mottsLugod_ ee wl 3 
SOC L ssie2 ysid yd isjoT t lé i esi2 ytio 
= 000,€2¢,85 - | ¥S.TS «000, OTE, _&L. ss 000,8ST ,.€ xevo bas 000,002 
; 000, B1A,S5 : RO! 000,£80,5 Re Th 000,2ee,¢ 000,00¢-ot 000,001 
(900, Taras $0.01 000,.TeE~S RT. IS 000,068, 000,001 ot 000,29 
900,890 AE | ¥a-el 000,25a,S 5.29 000, 126 > | 000,28 ot 002,¢ : 
00042 MEATT (0ST EGS NOEL —»- 000, £2 (mzs3-nolt bas as3) esezA Leaus i? 
Q00,ESE,eTI © #0.001 000, [26,84 * ¥0.004 000,538.31 IstoT=du2 
000, 812,¢ ; 000, 000,¢ enoizes2204 3 esfiosiaieT .2.U 
ie & ; @fiesitid .2.U -- estzstnuod ngterod 
_ 000, eTE.1 000,.a8 000 .BEL B® bsotdA pnivil 
5 
005, SS EBL 000,028, Sf | 000,010.71 . JATOT 


2se2T9v0 299209 bsnmrzA eabulon] & 


Nethercut &é Young ) 13 


Terento, Ontario 


APPENDIX VIII 
The component Exhibits of this Appendix were 
prepared for the Montreal Stock Exchange by the Dominion 
Bureau of Statistics from data collected for the 
Department's 1958 Survey of Incomes, Liquid Assets, and 


Indebtedness of Non-Farm Families in Canada. 
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APPENDIX IX 
The component Exhibits of this Appendix have 
been prepared from the results of the ist Annual 
Transaction Study of the Montreal and Canadian Stock 
Exchanges, The data submitted represents the total 
transactions recorded on the 4th, 15th and 27th of June, 
1962. 
Index of Exhibits 

Exhibit "A" - Totai Share Transactions Recorded by 

Geographic Code for Members, Institutions 

and Public Individuals, June 1962. 
Exhibit "B" - Total Share Transactions Recorded by Age, 

Sex, and Joint Accounts for Public 

Individuals, June 1962. 
Exhibit "Cc" - Total Margin Accounts Analyzed for 

Public Individuals Recorded by Age, 

June 1962. 
Exhibit "D" - Total Share Transactions for Public 

Individuals Recorded by Investment 


Motivation, June 1962. 


Exhibit "E" -~ Total Share Transactions Recorded by 
Type of Institution, June 1962, 
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Exhibit "A" 
Appendix Ix 


Total Share Transactions Recorded by 


Geographic Code for Members, Institutions 
and Public Individuals, June 1962 


Geographic Code Individual Individual Institute Institute Unknown Per Cent 
n6a\8}i6-80 | 1.700.. tbo 


% 

Alberta - 26,161 2.03 710 014 1.50 
British Columbia 24,536 1.91 5,658 1.12 1.69 
Manitoba 4,829 0.38 5,572 1.10 098 
New Brunswick 20,519 1.60 2,510 250 1.29 
Newfoundland 355 0.02 200 004 «03 
Nova Scotia 39,254 3.10 55720 1.13 2.51 
Ontario 391,451 | 30.50 126,452 25.02 28.96 
P.Ewl. 2,445 0.19 950 019 019 
Quebec 683,970 53-30 305, 500 60.43 130 5533 
Saskatchewan 2,166 0.17 2,825 56 +28 
U.S. 82,090 6-40 17,705 3.50 5.58 
UeKe 450 0.04 10,315 2204 +60 
Others 4,650 0.36 21,387 4.23 ais 1.46 
Totals 1,282,876 100.00 505,504 100.00 130 100.00 
Total Transactions recorded above 1,788,501 


Members' Transactions recorded above 759,221 


Total Transactions 23547, 722 


Percentage of Total Transactions 


Individual Institute Montreal and Canadian 


Stock Exchange Members 
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Age 
Under 25 
25 to 34 
35 to 44 
45 to 54 
55 to 64 
65 and over 


Don't Know 


Totals 


Age Code 
Under 25 


20 to 34 
35 to 44 
45 to 54 
95 to 64 
65 and over 
Don't Know 


Totals 


Recorded by Age, Sex, and Joint Accounts 


Exhibit "B" 


Total Share Transactions 


for Public Individuals, June 1962 


Male % 
8,429 69.47 
84,766 82.82 
271,918 82.68 
275,807 81.82 
133,010 78.75 
45,764 79.10 
238,342 86.47 
1,058,036 82.5 2 


Female 
3,705 30.53 
17,484 17.08 
595,263 16.80 
60,435 17.93 
34,638 20.51 
3,295 5.70 
28,643 10.39 
03,463 15.9 
ExhnibigeuGe 


Jt. Accts. 


Total Margin Accounts Analyzed for 
Public Individuals Recorded by Age 
June 1962 


Margin Volume 


2,300 
25,480 
41,387 
90,993 
38,419 
14,000 


44,863 


257,442 


Total Volume 


1, 


12,134 
102,350 
328,881 
337,092 
168,908 

97,859 


275,652 


282,876 


Append 
% ‘Total 
- 12,134 
0.10 102,350 
0.52 328,881 
0.15 337,092 
0.74 168,908 
15.20 57,859 
3-14 275,652 
1.6 1,282,876 


fae ® 


a 
100.00 


100.00 
100.00 
100.00 
100.00 


100.00 


100.00 


100.00 


Appendix IX 


% of Total Volume 
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Exhibit "p" 
Appendix IX 


Total Share Transactions for 
Public Individuals Recorded by 
Investment Motivations, June 1962 


Trade or Investment Male Female Jt» Accts. Total Per Cent 
Under 30 days 229,844 59,739 8,100 297,683 29.1% 
1 to 6 months 302,165 57,468 65225 365,858 35.7 
Over 6 months 308,651 48,538 3,990 361,179 as 2 

s/Total 1,024,720 100.0 
Don't Know 217,376 37,718 3,062 298,156 
Totals 1,058,036 203,463 21,377 1,282,876 

Exhibit "Ee" 


Appendix IX 


Total Share Transactions Recorded by 
Type of Institution, June 1962 


In_ Name Of Volume % 
Banks & Trust Co's 174,382 34.5 
Insurance Co's 12,180 2.4 
Mutual Funds 29,028 5.7 
All Other 289,914 57.4 
Sub 505,504 


Total 100.0 
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APPENDIX X 


The component Exhibits of this Appendix have 


been prepared from the Results of the lith Public 


Transaction Study conducted by the New York Stock Exchange 


on the 13th 


Exhibit 


Exhibit 


Exhibit 


Exhibit 


Exhibit 


Exhibit 
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of September, 1961, 


Index of Exhibits 


- Percentage Distribution of Shares Bought 
and Sold in Round and Odd Lots on the NYSE. 


- Percentage Distribution of Shares Bought 
and Sold in Round and Odd Lots for Public 
Individuals by Investment Motivation, 


- Percentage Distribution of Shares Bought 
and Sold in Round and Odd Lots for Public 
Individuals by Income Groups. 


- Percentage Distribution of Shares Bought 
and Sold in Round and Odd Lots for Public 
Individuals by Sex, 


- Percentage Distribution of Shares Bought and 
Sold in Round and Odd Lots for Public 
Individuals by Age, 


- Margin Transactions of Public Individuals 
as a Per C,nt of Total Share Volume, 
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Exhibit "A" 
Appendix X 


Percentage Distribution of Shares Bought and Sold 
in Round and Odd Lots on the NYSE 


MAJOR SOURCES 
<-==-ossroiyr esate theipsatenieanesiaatilitsctiaaierinctetinin ape steadied shenaueabsamecies 


Public Institutions & NYSE 
Individuals Intermediaries Members 


SS SC sss “ees 


September 1961 51.4% 26.2% 22.4% 
September 1960 52.6 24.3 23.1 
June 1959 53-5 22.8 23.7 
September 1958 55.8 2269 21.3 
October 1957 54.3 233 22.4 
March 1956 58.9 20.1 21.0 
June 1955 5902 19.4 aled 
December 1954 62.3 17.5 20.2 
March 1954 56.4 2565 20.1 
March 1953 61.4 19.3 19.3 
September 1952 57.0 24.6 18.4 


ljune 1959, September 1960 and September 1961 are based on transactions for 


one day. The 
1958 data are 


previous eight studies are based on two dayse The September 
projections from a 10% sample. 
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Exhibit "B" 
Appendix xX 


Percentage Distribution of Shares Bought and Sold 
in Round and Odd Lots for Public Individuals 
by Investment Motivation 


INVESTMENT MOTIVATION 


-—---————— 


Trading Short-Term Long-Term 
Period Transactions Investment Investment 
("30-Day" ) (1 to 6 Months) (Over 6 Months) 


7B 1-7-7 aes ne 


September 1961 9.5% 28.5% 62.0% 
September 1960 14.2 25.0 60.8 
June 1959 9.3 26.2 64.5 
September 1958 16.1 29.0 54.9 
October 1957 13.6 19.7 66.7 
March 1956 13.0 26-6 60.4 
June 1955 14.5 28.5 570 
December 1954 16.6 27.8 55.6 
March 1954 11.5 21.1 67.4 
March 1953 11.6 23.1 65.3 
September 1952 7.5 19.0 73.5 


"a" s kde 


¥ xibneaqqa ls 
bios bas tHpucd aerel2 to nottudiatetd epsinested } 
alsubivibal offdv§ 102. edod bbO bas braver at 7 
nolsevistom tnentaeval yd >, 
i8 : 
ie 
MVOLTAVITOM THSMTZavuT “ ie 
mret ~pnod mreT-sro0de aniberT : 
tnemteovnl ems eovnl anolstosanetT  boltet 
(ersaom. a tev0)} (addaom @ o3 1) ("ysa-0€") shade ahaa 
P me. wscredger J 
RO.Sd RE.8S FE.k foes todmesq se 
t yamntae tay 
8.08 a8 Sebi oaet tedmesc _ 
a.na S688 ee Reet ant 
: vi vadmescer 
O.he Oe i.0l Beal asdmetq: ‘c 
) ine evi tednee % 
Y.ad Ts@L OL ; veel todo Bt ) 
, ot wai 
&.0d a.aS 9.6L aeel doze 
ctyi wn 
0.vé8 @.8S aobL eael 
0.8é 8.18 eal nee 2 TT 
bra {1S Gil ety 
£.28 Les att eee 
€.€T 0.eL é.¥ Seer 7 : 


Exhibit "c" 
Appendix X 


Percentage Distribution of Shares Bought and Sold in 
Round and Odd Lots for Public Individuals 
by Income Groups 


INCOME GROUPS 


Under $5,000- $10,000- $25,000- 
Period $5,000 $10,000 $25,000 « Over 
arma ol inbi il nieces narinpmcenenatseccatii tis ape ee 
September 1961 2.7% 19.5% 41.9% 35.9% 
September 1960 CIAO; 20.3 3395 UGE: 
June 1959 346 eek 39.8 34.5 
September 1958 N.A. N.A. N.A. N.A. 
March 1956 Derk 27 Soy 33.0 
June 1955 5.9 PX yO) 36.0 32.6 
December 1954 Te 26.5 33.8 VAS TE 
March 1954 8.0 26.6 34.0 31.4 
March 1953 8.4 26-1 Bae 31.4 
September 1952 8.9 26) SLL 83.9 


N.A. - Not available 
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Percentage Distribution of Shares Bought and Sold in 


Period 


September 1961 
September 1960 


June 1959 


September 1958 
October 1957 
March 1956 


June 1955 


December 1954 
March 1954 


March 1953 


by Sex 
SEX 

Male Female 
71.7% 28.3% 
73.9 261 
75362 24.8 
NeAc NeAe 
79 3 20.7 
76.3 231 
767 233 
78.0 22.0 
77.0 23.0 
7607 2363 
74.8 2502 


September 1952 


Exhibit "D" 


Round and Odd Lots for Public Individuals 
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NeA- - Not Available 
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Exhibit "gE" 
Appendix X 
Percentage Distribution of Shares Bought and Sold 
in Round and Odd Lots for Public Individuals 
by Age 
AGE GROUP 
scsi attic ete chiicbaneespbagsvieinconthen adadietiee ae ate dye ee 
Under 
25 25-44 45-64 65 & Over 


nse nneetiniereonscaet aun pg bainanmiasonhamansoucnsuonenininbetomnsnasungesaiuimunnae spect te 


September 1961 1.4% 29.4% 54.4% 14.8% 
September 1960 1.2 29.6 568 12.4 
June 1959 1.0 26-6 58.6 13.8 
September 1958 NeA- NeAe NeAe NeAs 


October 1957 


1.1 23.2 60.0 Morir | 


SIX PRIOR STUDIES 


Under 
40 40-59 60 & Over 
a 2 ie | SS he here le He 

March 1956 16.0% 61.6% 22.4% 
June 1955 13.6 61.7 24u7 
December 1954 12.5 64.3 23.2 
March 1954 13.4 61 8 24.8 
March 1953 12.8 64.8 22.4 
September 1952 13.7 62.9 234 
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Exhibit "FY 
Appendix X 


Margin Transactions of Public Individuals 
as a Per Cent of Total Share Volume 


Federal Reserve - 


Period Percent Initial Margin 
Requirements 

Ue ene ae cere academe ee RS ee 

September 196] 16.3% 70%8 

September 1960 17.3 70 

June 1959 17.6 90 

September 1958 21.8 70 

October 1957 18.4 70 

March 1956 obs? 70 

June 1955 23.8 70 

December 1954 27.0e 50 

March 1954 18.2e 90 

March 1953 21.9e 50 

September 1952 13.8e vis) 
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Nethercut & Young A.23 0 


Terento, Ontario 
1 APPENDIX XI 
2 Expenses of Offering Canadian Securities 
in the United States with Comparative 
3 Average Expenses for United States Securities 
ee Se ited ptbatves oecurities 
+ 
The component Exhibits of this Appendix have 
5 
been prepared from the United States Securities and 
6 
: Exchange Commission studies of the cost of flotation of 
corporate securities 1951-1955 ana registration statements 
8 
becoming effective between January 1, 1959 to September 
9 
30, 1960, 
10 
11 Index of Exhibits 


12| Exhibit 1 - Debt offerings 
13| Exhibit 2 - Industrial Stock offerings 


14] Exhibit 3 Mining Stock offerings 


15|} Exhibit 4 ~ Exchange offers of Stock 


16]| Exhibit 5- Stock for Property, Conversions, Options 
and Warrants 


Exhibit 6 - Footnotes 
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Terente, Ontario 
1 EXHIBIT 6 
2 Footnotes 
3] (1) Half the offering was made in Canada. Figures 
4 are adjusted to avoid echange Save complications], 
S| (2) Including $50,000 reimbursement of expenses 
6 of Trans-Canada Pipe Lines Limited. 
7) (3) Approximately one-third of these expenses were 
8 borne by a selling shareholder, 
9} (4) Estimated on basis of market price, 
10} (5) Brokers, dealers and direct purchasers were 
11 granted a discount of 10 per cent in cash and 
12 15 per cent bonus in stock, 
13, (6) Best efforts 15 per cent commission on stock 
14 Sold by brokers and dealers plus 74 per cent 
55 on stock sold direct by company. 
16] (7) An additional 491,067 shares were registered 
17 for purposes other than the public offering. 
18 The expenses other than underwriting expenses 
19 applied to the entire 791,067 shares, 
20] (8) Best efforts underwriting, with company 
21 selling directly at no commission $155,850 is 
22 maximum payable. 
23|} (9) Stock sold by company personnel at maximum 
24 25 per cent commission. 
25] (10) Taken down under option and registered for 
26 reoffering to the public. 
27} (11) Printing paid for by underwriter-optionee, 
28 (12) Value estimated for purposes of fee 
29 | calculation. 
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Terento, Ontario 
Commissions for solicitation of exchange 
estimated at $35,000. 
Maximum commissions for solicitation of 
exchanges estimated at $350,000. Fee for 
financial advice by investment dealer - 


$200, 000, 
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Terente, Ontario 


APPENDIX XII 


The Montreal Stock Exchange has conducted a 
two-year campaign designed to encourage American parent 
companies to sell a part of the equity of their 
Canadian subsidiaries to the Canadian investing public. 
The response has been overwhelmingly in the negative 
and the following excerpts from correspondence are 


representative, Anonymity has been preserved, 
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Terente, Ontario 
EXCERPTS 

"We have from time-to-time discussed this 
possibility but, as a matter of policy, have never 
decided to do so. We have some sixteen foreign 
Subsidiaries all of which with but one exception are 
wholly-owned. The one exception has created some 
operating difficulties so we are inclined to continue 


as we have in the past." 


"As you know, we have given this matter 
serious and careful consideration a number of times, but 
in each instance have concluded that the reasons 
advanced for public listing were not sufficiently 
compelling to warrant an affirmative decision. I trust 
you understand this statement when I repeat that due to 
She peculiar nature of our business I seriously doubt 
we would realize much, if any, commercial advantages 
in so far as better public relations are concerned, 

Also I fail to see where we would benefit in 
our financial or managerial position since at the present 
time we do not need the money to operate the Canadian 
company and the management group, as well as alli of our 
active employees, are Canadian." 

in ) owns more than 98 per cent of the 
outstanding stock of our Canadian subsidiary, ( 93 
and therefore we do not believe that we would be 
interested in having ( ) stock listed at this 


time", 
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A239 


"I believe we can understand your point of 
view and there is certainly some merit to your arguments, 
At the present time, however, I do not believe we would 
consider disposing of any of the stock of our subsidiarie 


in Canada", 


"We recognize that there are some advantages 
in such a step, but it is our considered Opinion that it 
would not be in the best long-term interests of the 
Canadian economy and all our shareholders to go ahead wit 
such @ program under present circumstances,” 

"In the first place, evaluation of the shares 
for sale purposes would be most difficult and we fear 
that the prices, when determined, would appear exorbitant 
- reflecting, as they would, the appreciation in values 
resulting from years of successful operation of the 
business, Equally important, from our point of view, 
the sales of stock at their present true values would 
result in capital gains subject to heavy tax in this 
country, 

We appreciate that any corporation may and 
probably will find it to be a material asset to have 
Shareholders in the countries in which it operates, 

In most countries this objective can be attained through 
the widespread ownership of shares in the parent itself, 
In time, perhaps the laws of the Dominion may be amended 


to make this possible and practicable in Canada," 
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"I have checked, and find that it would not be 
feasible for this Company to sell stock of one of our 
Canadian subsidiaries, as this would be a violation of 
the restrictions in certain of our loan agreements and 
the provisions of our preferred stock," 

"Actually, the reasons usually advanced in 
support of listing U.S. corporate shares in the Canadian 
market are far less compelling now than they were some 
years ago. By way of clarification in our own SASS LG 
may be of interest that in 1945, at the close of World 
War II, some 54 per cent of ( ) shares issued and 
outstanding were registered in Canada; five years later 
this percentage had declined to 33°.5° per™ center by 
the end of 1955, our shares registered in Canada had 
dropped to 16 per cent; and at the close of 1960 
Canadian share ownership was just under 13 per cent, 
This steady movement of ( ) shares from Canadian 
to U.S. ownership has persisted through 1961 and to date 
in 1962, Shares registered in Canada at present 
represent approximately S per cent of the total, and 
less than 4 per cent are currently held by individuals. 
Much of this major redistribution of /( ) share 
ownership has unquestionably been the result of the 
dividend tax credit legislation enacted in Canada some 
years back, In our view, an earlier listing of our 
common shares in Canada would have had little if any 
effect on this trend, nor is it likely that listing in 
Canada today could materially alter the present division 


of shareholdings between Canada and the United States, 
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Furthermore, the market for ( ) shares in Canada 


has at this point become go thin as to be nearly static, 
and it appears very doubtful that a listing under such 
circumstances would prove to be beneficial or could be 


justified," 


"Our subsidiary in Canada is what I believe 
would be designated in your country as a secondary 
producer, That is to say, it is engaged in fabrication 
of materials and not in the extraction of raw materials. 
As such, we have found that because of economic and 
competitive conditions, our Canadian operations tend 
we be marginal and capable of staying alive only 
because they benefit from the United States operations 
in numerous ways. Our profit margins at present in 
Canada, even so, are not likely to be attractive to an 


investor", 


"Wwe understand the reasons for your proposals, 
and while we are basically sympathetic to your objective, 
it — been the policy of our Corporation from its 
beginning not to take an investment position in any 


enterprise other than sole owned," 


"Tn our case, however, since our Canadian 
company is to a considerable extent a distributing 
rather than a manufacturing company, and more important1l1 
Since its profits are at a relatively low level because 
of the high competitive nature of the industry in Canada 


we do not feel that your suggestion would be feasible fo 
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us at the moment," 

"We have been represented in Canada for many 
years by wholly-owned subsidiaries, As a matter of 
fact, we do business through wholly-owned subsidiaries 
in some 22 other countries throughout the world, The 
managements of these companies have come up through the 
( ) organization and both they and we in this 
country are used to doing business as part of a family. 
A change to public ownership of any one of these units 
would represent a substantial departure from the pattern 
in which we are geared to do business and at the moment 
we do not feel that we are mwepared to undertake a 


change of this kind", 


"Our conclusions have been that for those 
who might be interested in acquiring an ownership 
interest in our company, ample opportunity is afforded 
through the listing of the parent company's stock on the 
New York Stock Exchange, 

The common stock of the parent company gives 


the holder a much broader and more diversified interest 


in the world-wide operations of ( ), together 
with its newly established ( y KEL ) 
and ( ), than would be possible in the more 


limited activities of a wholly-owned subsidiary, 


"We feel that any advantage arising from the 


would 
sale of an interest in ( ), to the public/be 


far more than offset by disadvantages, Furthermore, we 
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fee] that the interests of the Canadian shareowner, 
which I assume are your primary concern, would be 
served much better by this investment in the shares of 
the ( ) than in the stock of our Canadian 
company. The disadvantage to the Canadian shareowner 
from the tax standpoint of owning the shares of an 
American rather than a Canadian company are more than 
offset by the advantages of having an interest in a 
much larger publicly owned Company with a broader market 
and a greater diversity of products, The shareholder 
also benefits directly from the fact that the stock of 
a large international company with a broad market, like 
( ), sells generally at a much higher ratio 
to earnings than would shares representing a minority 


interest in a smailer Canadian company." 


"We have on several occasions in the past 
given consideration to this matter and the related 
subject of listing shares of both our Canadian subsidiar 
and the parent corporation on the Montreal and/or Toront 
Stock Exchanges, With respect to the sale of shares 
of our Canadian subsidiary to Canadian citizens and 
investors, we have not thought in the past nor do we 
now think that we have an adequate background of 
profitable operations to make such shares sufficiently 
attractive to investors, In addition, we are prohibite 
under our long-term loan agreements from disposing of 
any part of the equity of any of our subsidiaries to 
outside investors and we do not think that there are 


sufficiently compeiling reasons now existing for giving 
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any consideration to attempting a re-negotiation of these 
restrictions at this time," 

"To construct this plant and provide adequate 
working capital will require a substantial sum; however, 
we have adequate resources and do not find public 


financing to be necessary," 


"All of ( ) operations outside the 
United States are handled by a wholly-owned subsidiary, 
( yy The ( ) Canadian company 
represents one of ( ) foreign Subsidiaries, all 
of which are wholly-owned. To date we have found that 
this method of operation has been very beneficial to our 
customers and employees, as well as to our Stockholders 


throughout the world," 


"As you no doubt realize, the only subsidiary 
functions which we have in Canada are related to iron 
ore operations, We do not construe this operation as an 
independent function but rather as one of several 
essential functions of an integrated steel manufacturer, 

We have never felt that this type of venture 
Was appropriate for public participation in the United 
States, and this viewpoint also holds with respect to 
Canada,” 

"we do not have outstanding in the hands of the 
public @ minority interest in our Canadian Subsidiary, 


However, I should like to point out that our Canadian 


eft ebkatyo atottsysgo ( )é oq [nal 


eywusibteduea benwo-yifodw s yd betbasd eis eetsie bedinu | 
UASqMoo ABEbSASD ( \ eat of : ) 
ifs ,esiusibtedve agtexzot ) to 9a0 atnsesiger is 


ted brvet evsd ow sveb of .beawo-yilorw ers otste) 204 


ywrstbiadve yino end ,eskises tdyob on voy eA" 
aor of bedsiet 1s shsnsd al ovsd ew dotrw enottonut |e 

1S a6 nolisisqe at? eyytenoo Jon ob SW .anotiexego eto | 
[svevee to eo as vents: tud anoltonut teebnsgsbat | 

Ted osiuasm {sete bedsigetar ms to enotvonyt retdaees | 
eiudnev ‘to sq ated tsAv glot rover —" OW 
betiag sft at nolisybordrsg ofiduq tot ststuqotqgs esw i 
r 


" sebanso | 


ot tosgaet diiw ablod eels dntoqwetv etd? bas .eets7e | 


edd to ebasd edd nf antbastedvo. eved tor ob =w" 


oYUweibtedve mbibsnsd aso at deowstat yiisontm s obiduq 
: 


= 


| @etbsnsd two tsdd tuo tatog of eNEL Divode L t8Vve 
S =>! i 


Nethercut & Young A ° 245 


Terente, Ontario 


“aunt 


1] subsidiary is entirely different and has an entirely 

2/ different role than those of DuPont, IMperial Oil, Ford 

3] of Canada, Texaco Ganada and so forth, Those companies 

4| operate in Canada establishments which more or less 

S| duplicate what the parent company does in its own country. 
6] However, in our case the overwhelming important Canadian 

7| operation from the financial standpoint is that of 

S| Mining-------s4<+- ‘ The mines produce a raw material for 
9| factories in the U.S, and Canada - but, of course, on 

10 account of the difference in population, the U.S. factorie 
11 consume by far the larger part, This makes the mine an 

12 integrated part of our total production scheme. if we 

13] had minority stockholders in the mine itself with our 

14| parent company's stockholders therefore owning only part 
15] of the mine, we would have two conflicting interests 


within the company regarding a single integrated productio 


17|| process, This fact has always caused us to reject the 


18|| idea of selling a minority interest," 


20 "At the present time we have no plans for any 

21|} outside financing at all so we do not contemplate any sale 
22| of any stock, either of ( ) or any of its 

23|| subsidiaries, in the immediate future, 

24 At present the stock of ( ) is listed 

25|| on the New York Stock Exchange and is available to 

26|| investors, and an investor has an opportunity for invest- 
27|| ment in the entire scope of ( ) operations, We 
28 || consider this preferable from an investor's point of view 
29| since the broader scope of the investment should make for 


__ 30 increased stability of the investment," 
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1 "We have several subsidiaries organized in 

2 Canada which are engaged in geological exploration work, 
3/ These companies are not in the business of selling a 

4! product, so naturally it follows that this type of 

5] company having no income would not be of interest to 


6| Canadian investors, 


7 We do own a part interest in the ( ) and 
8} ( )whish has been actively engaged in mining 
Mi and tweety plofecilsu Jon. ore in the Provinee of Quebec, 


10 This company has had a difficult existence since its 

11] formation and the return on monies involved has been 

12|| disappointing, Consequently, we do not feel that it would 
13 make a desirable company for outsiders to invest in at 


14| this time, 


16 "The subject of selling part of our Canadian 

17| subsidiary and the listing of the stock on a Canadian 

18] exchange has had our serious consideration on several 

19| occasions, We think that this would likely OGvar, 1. as 
20 all, at a time when the market was stronger than at 

21| present, and probably at a time when we had a money demand 


22| greater than presently exists," 


24 "Tn reply to your proposal of July 31, it has 
25|| been the policy of the parent company to have one hundred 


26| per cent equity ownership of its subsidiaries, foreign as 


27/|| well as domestic. 


28 Therefore we are not interested in the sale of 
29| a part of our equity in ow Canadian subsidiary to your 


0| Ganadian investors." 
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"It has always been my hope that eventually, as 


in our Canadian companies listed on a Canadian exchange. 
Thus far, we have had no need for further equity 
financing; but, circumstances do change and our present 


decision is not inflexible," 


"You have pointed out in earlier correspondnece, 
the impact of Canadian Tax Legislation on income derived 
by Canadians from investments in the securities of America 
companies and your point is well taken, At the same 
Sime, it should be made clear that it would, in many 
instances, be a costly procedure for some American 
companies to modify or change their existing corporate 
structure to accomodate to your proposal, 

The general subject has been discussed in detail 
with Canadian advisors and the points you have raised have 


been frequently mentioned, perhaps the greater emphasis 


being placed on the utilization of Canadians in the 
Management function, and also directing attention to the 
need of creating opportunities in the field of science 

for young Canadians, In this area, we find obstacles 

in the Canadian regulations that discourage the investment 


that would be required to create such opportunities," 


"your suggestion is one which we have had under 
periodic study for more than six years, There are, as 
you are well aware, many considerations which must be 
evaluated in reaching 2 conclusion as to whether the best 


interests of both the parent company and the subsidiary 
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company to that of partial rather than complete ownership 
by the parent. Our studies have indicated that certain 
circumstances, some of which are peculiar to our business, 
and complexities of various operational relationships with 
our Canadian company, are such that a partial disposition 
of our ownership would not be desirable under prevailing 


conditions," 


"As I believe we may have advised you in 
the past, we have no subsidiary corporation in canada -- 
our operations being conducted there by a branch of this 
Company and one of our subsidiaries, We have found this 
arrangement entirely efficient and satisfactory and our 
volume of business in Canada has grown nicely in recent 
years, We are, therefore, not particularly inclined to 
alter this method of operation in a way which would tend 
to increase overhead and the required mechanics of 
operation, We are inclined to feel further that there 
would not be a significant advantage to us commercially 
or public-relationwise in the establishment of a separate 


Canadian subsidiary corporation," 


"Our Canadian activities are conducted by 
( ), @ Delaware corporation, and not through any 
subsidiary. Therefore, as you indicated in your letter, 
for tax reasons it might be impractical for a Canadian 
citizen to purchase other than shares in Canadian 
companies, However, we are pleased to report that 


( ) presently has stockholders scattered 
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Since ( ) stock can be acquired by 
Canadians through Canadian brokers, our present stock 
exchange listings do give our Stock availability in 


Canada," 


"As you know from the discussions that we have 
had in the past, we have carefully considered such action 
and still feel that it would not be in the best interest 
of either our Canadian organization or the Corporation 


itself to take such action at this time," 


"In addition there are the obvious drawbacks 
to part corporate, part individual ownership of any 
business," 

"As you know, the fundamental question you raise 
has been the subject of much debate in recent Years . 
My own view is that an extremely good case can be made 
for both sides of the question, i.€. on the one hand for 
the local sale of equity in local subsidiaries and on the 
other hand for retaining control through total ownership 
by the parent corporation, I have come to the conclusion 
that no one answer suits all cases and each company must 
set its own policies based on the circumstances of each 
particular case, 

To move from the general to the specific, we 
have very flexible policies with regard to local equity 
situations, In a Latin American company, where we have 


recently applied for a license to-----------~~- » we have 
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decided that the best course is to create a joint venture 
company with substantial local participation. In our 
Canadian situation it is our view that the operation's 
size and fluctuating fortunes does not warrant changing 
our present equity situation, 

A number of large American corporations in the 


recent past have expressed the view that the long range 


solution to internationalizing one's shareholder base and 
broadening the foundation of the private enterprise 

system lies not so much in the sale of local equities - 
with its many potential conflicts of interest - but rather 
with making it easier and more attractive for the local 
investor to purchase the common shares of the parent U.S. 
corporation and thus, of course, share in the worldwide 
profits, 

No doubt this latter alternative also has draw- 
backs, but it does appear to offer an important additional 
means for meeting the wholly understandable and indeed 
desirable demand for increased equity participation." 

"While, as you suggest, there might be some 
advantages in such a@ policy, particularly from a public 
relations standpoint, we do not feel that they are 
sufficient in our case to consider an offering of 
subsidiary shares at this time, 

We have characterized our (_. ) operations 
as'a Free World Enterprise, based in the United States', 
We have manufacturing plants in eighteen foreign countries 
and our products are available in more than eighty 


countries of the free world, We consider each of our 
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“eust 


1} branches and subsidiaries as part of a wnified whole, 


2) with a large degree of interdependence. We believe 

3] that less than full ownership usually presents problems 

4| and complications that tend to limit the activities of 

5 the subsidiary to a particular product or group of products, 
6| Nevertheless, in some cases, we have taken in local 

7] partners, 

8 In deciding initially or giving consideration 

g| to a change in the organizational structure, some of the 


10 Key points we consider are: 


11 (1) The contribution that local participation 
12 can make including financial, marketing, 

13 and general operating know-how, and public, 
14 government, and employee relations. 

15 (2) The Government attitude, 

16 (3) The possibilities of conflict of 

17 interest between ( ) and local 

18 interest on the basic and operating 

19 philosophy of the company, research policy, 
20 product line and product promotion, 

21 management and personnel policies, and 

22 dividend policies, 

23 (4) The additional cost, if any, to have 

24 a jointly owned company versus wholly owned. 
25 As far as ( ),is concerned, it is 


26| doubtful that our Canadian company would have been very 
27|| attractive to most individual investors in Canada over 
98) the past few years, Post war competition in the limited 


99) Canadian market reduced margins and this situation was 


0|| aggravated by the absence of adequate tariff protection 
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which we found the Canadian government unwilling to 


consider, As you probably know, we have vacated our 


manufacture since it had proven to be an unprofitable 
venture, 

In any event, Canadian investors can readily 
obtain stock in the parent corporation and thus share in 
the fruits of the entire enterprise, Except for the tax 
consideration to which you refer, this would seem to be 
more advantageous to the investor and it is our feeling 
that Canadians shouid put more emphasis on this 


alternative," 


"Thank you very much for your thought -provoking 
letter, The question that you raise -- that of selling 
shares of our Canadian company to Canadian investors -- 
is one that we have considered many times. Certainly 
there are very definite advantages in such a course, as 
you suggest, However, ( ) is an international 
company, not only in the sense that we do business 
throughout the Free World, but also in that our share- 
holders include citizens and subjects of many countries, 
Canadian investors have long been owners of ( ) 
shares, and we hope that even more will invest in our 
company in the future, 

Our position on selling shares is also affected 
by the nature of our Canadian company which, unlike the 
Canadian affiliates of many of our competitors, is not an 
integrated oil operation. Rather, it is almost solely 


concerned with the exploration and producing phase of the 
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oll business, Frankly, it would be difficult for ( 

to have outstanding shares of a company whose function 
encompassed only one phase of the petroleum eer and 
whose fortunes would probably be subject to wider 
fluctuation than the relative stability of an 
integrated, international company. For one thing, 
because of its narrower base of operations, such a 
company could probably not hold the same promise of 
regular dividends, as could its parent, Further, if 
such a subsidiary's operations were disappointing, 
there could well be an adverse effect on investor 
attitudes toward the parent company's shares, 


Our position is flexibie, and we do review 


the advantages and disadvantages of selling shares of 
our Canadian company from time to time. Your taking the 
Gime to write to me is indeed appreciated, and your 
thoughts will be helpful to us in future reviews of 


our Canadian interests," 


§ 
# - 


eBid? of0 toe -yotqmes I[snolisamretat ,botsryednt 
8 dove .anottsteqo to sesd rewoxrsn att to saysoed 
to saimowq omsa ed? blod tom yidsdor%g biLyuoo ynsqmos Pe 
tt . wedded  tpetsq ett bluoo es ,ebarebivib wslyget | 
egnlinitogqsath erew enotisxsgo e'yrstbiaedyva s dove 
tovaevmt co doetto savevbs as ed [low biluoo exedd 
-ee%sde a'yasgqnoo tnexsq odd brswot esbyttitis | 

wetvet ob ow Das ,eidtxelt at noktteog WO 
to esusda gaiiiee to asgsinevbselb bas esgsinsvbs edt 
edd gntust svoY .omtt of omit mot yasqmoo astbsasd ayo 
4NoYy bas ,beststoorgqs beobet at em od sdiuw ot emid 


to awsivet smytut ai ay ot [wigleA ed Lltw etdguodd 


" avaetstink astbensd xo 


Nethercut & Young Rs 254 


Terento, Ontario 


APPENDIX XIII 


SUMMARY OF REGULATIONS 
RELATING TO INVESTMENTS BY NON-RESIDENTS 

IN LEADING INDUSTRIAL EUROPEAN NATIONS AND JAPAN 
A. Belgium 
5 a Foreign interests are free to invest in any 
particular industry to the development of which they wish 
to contribute, No legislation has been enacted 
restricting the extent of such investment and control 
of the Belgian corporate enterprise may be vested in non- 
residents without regard to their nationality. 
=; Under the Law of July 17, 1959 (Moniteur Belge 
of August 29, 1959) modified by the Law of February 14, 
1961 Title 1 (Moniteur Belge of February 15, 1961) 
extensive government assistance is made available to 
supply funds to corporations engaged in operations deemed 
to be in the general economic interest of Belgium, Any 
application from foreign persons or companies Whats 
or not established in Belgium, is acceptable if they 
wish to create a center of activity in Belgium. Similar1 . 
foreign interests may benefit without discrimination 
under the regional laws of economic assistance and new 
taxation inducements. In the case of mergers however, 
in order to obtain tax exemption, the registered office 
or main administrative establishment of new companies 


created by the merger must be located in Belgium, 


B. France 
- Foreign investment in France falls into two 


general categories -- those which require government 
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authorization and those which do not. 
2. Broadly speaking, the following investments 
may be considered as free from authorization, provided 
they involve a contribution in foreign currency: 

a) acquisition of real estate, 

provided the transaction is performed 

through a "notaire"; 

b) purchase of a subscription to 

French securities officially listed 

on the French stock market; 

c ) loans meeting certain requirements 

regarding interest rate (5 per cent), 

maturity (less than five years), 

and amount (1 million new francs 

maximum (N.F.)). 

A noteworthy implementation order issued 
under Reg,669 (Instruction 772 of January 21, 1959, from 
the Exchange Office to the "accredited intermediaries") 
now authorizes foreign purchasers of French securities 
to take out of France the actual certificates representin 
the securities. 
3. An authorization is required for most direct 
investments; i.e., when the investor proposes to engage 
directly in a productive activity, either by becoming 
a member of an expanding French firm or by establishing 
his own new firm, Particularly subject to authorization 
are; 

a) acquisition of shares in a firm - 

all acquisitions, either by purchase or 


subscription, of securities which are not 
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listed on the French stock market, 

b) acquisision of an existing business, 

c) patent licensing, 

d) contribution of plant equipment, 

e) creation of a new firm or subsidiary, 
4, The decision of the authorities is primarily 
based on the usefulness of the investment to the French 
economy. At the same time the authorities ascertain 
that the foreign exchange regulations are respected, 
oF The percentage of a firm's capital which may be 
held by foreign investors is unlimited, 

The only limitations to the establishment of 
a new businéss managed by the investor or his represent- 
atives are found in regulations effecting activities of 
&@ special nature, such as mining activities, arms and 
explosives, pharmaceuticals and banking. 
oe With respect to all investments legally created 
(with or without authorization depending on the applicabl 
requirements), non-resident investors are entitled 
Without restriction: 

(a) to transfer the earnings accruing 

from the investment, such as dividends, 

interest or royalties, and 

(pb) to repatriate the proceeds arising 

from the liquidation of the investment, 

including capital gains. 
Te Application Procedure: 

(a) Preliminary study of investment 

projects - Foreign investors are invited 


to make use of the "Bureau d'Accueil pour 
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1 les Investissements Etrangers" 
2 (Information Service for Foreign 
3 Investments) which was created for the 
4 purpose of supplying a11 information 
5 which the investors may require in 
6 connection with investment procedures, 
7 (bo) This Service does not offer economic, 
8 financial or industrial counsel, Its 
9 function is to determine how the individual 
10 investment projects will be effected by 
11 the applicable laws and regulations 
12 (exchange, taxes, labour, etc.), In 
13 this manner, the applicants are spared a 
14 number of written or personal inquiries 
15 to the various departments involved, 
16 (ec) The Information Service is available 
17 to the investors at various stages of the 
18 investment operation. In the preliminary 
19 stage, it gathers facts on the laws and 
20 regulations applicable to the business 
21 operations to be carried out on French 
22 territory. Later on, it assists the 
23 prospective investors in preparing the 
24 application and during its examination by 
25 the authorities. The Information Service 
26 may also extend its assistance after the 
27 actual establishment of the Foreign 
28 firm in France in order to facilitate 
29 the performance of further formalities 
30 (for instance, obtaining the Commercial Card, 


‘ etc.). 
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C. Germany 

= Paragraph 23 of the 'Law on Economic Relations 
with Foreign Countries' (Aussenwirtschaftsgesetz) 
published in the Federal Gasette 1961 Part 1, page 181 
governs investment of capital and money of foreign 
investors in the Federal Republic. Such investments at 
the present time are not subject to any restrictions. 
This applies also to the transfer of earnings and to the 
repatriation of such capital, 

2s Foreign capital companies which want to 
establish a manufacturing plant in the Federal Republic 
must be licensed according to paragraph 12 of the 
"Regulations Effecting Trades and Industries 
(Gewerbeordnung). In case the company is a Joint Stock 
Company or a Limited Liability Company with Joint Stock 
it has to be licensed under paragraph 292 of the ‘Law 

on Joint Stock Companies! (Aktiengesetz), The permits 

or licenc2s are issued by the Ministries of Economics 

of the individual Lander (Provinces), 

ie It should be pointed out that according to 
paragraphs 57 and 58 of the ‘Ordinance on Economic Relat- 
ions with Foreign Countries' (Aussenwirtschafts-Verordnun 
investment by foreigners has to be reported to the 
respective Central Bank of the Land (Province). 

D. italy 

cm Investments of foreign capital in Italy are 
subject to various regulations according to whether or 
not they are or are not effected in accordance with 

an enactment of 7th February 1956 as Number 43, Foreign 


investors are allowed to transfer abroad, without any 
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limitation as to amount and time, dividends and profits 
as and when earned from "productive enterprises", 
Capital proceeds of sale are freely transferable to non- 
residents provided the assets sold were productive under 
the law. 
es The transfer or re-transfer of the sums in 
question can be effected for the respective countervalue 
in foreign currency at the official rate of exchange or 
by crediting the lire amount to a foreign account, 
LP Enterprises deemed productive under the law 
may obtain long or medium term loans or may issue bonds 
in Italy subject to the following restrictions; 

(a) If no Italian capital takes part in 

the enterprise the debts contracted may 

not exceed 50 per cent of the capital 

brought into Italy. 

(b) When said enterprises are established 

as [talian companies and also Italian 

capital participates therein and provided 

that the foreign participation exceeds 

30 per cent, the total debts to be 

contracted in Italy may exceed 50 per 

eent of the entire capital, provided 

that for the part exceeding such 

percentage it can be proved that the 

enterprise obtained from abroad.credits 

of the same kind to an or pe 

to the participation of this foreign 

capital in the enterprise. For example, 


if foreign capital participates in an 
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1 Italian company having a capital of 
2 100 million Lire for a share of 40 per 
3 cent (i.e., more than 30 per cent) said 
4 company, in order to be allowed to 
5 contract in Italy medium or long-term 
6 debts for an amount of 70 million 
7 (i.e., 20 millions over 50 per cent of 
8 its own capital), must prove to have 
9 obtained from abroad loans of the same 
10 kind and duration for 8 millions (i.e., 
11 40 per cent of the 20 millions exceeding 
12 50 per cent of the company's capital), 
13 (c) In the event that participation of 
14 foreign capital takes place by subscription 
15 So a share capital increase of an Italian 
16 joint-stock company, the aforesaid 
17 regulations apply to the loans accepted 
18 or to bonds issued after such increase, . 
19 (d) The above-mentioned enterprises 
20 cannot take participations in other 
4 Italian or foreign enterprises without 
22 prior authorization from the Miniter of 
23 the Treasury. In any case, for the 
24 application of the foregoing reguiations, 
5 the debts (including the issue of bonds) 
26 contracted in Italy by the enterprises 
27 in which participations have been taken 
28 are considered as having been contracted 
29 directly by the enterprises which have 


30 taken the participation, 
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1 (e) All the medium and long-term 
2 borrowing operations contracted in 
3 Italy must be made known to the Italian 
4 Treasury, 
5 (f) If a loan has to be contracted by 
6 Italian companies with the participation 
7 of Italian citizens residing in Italy, 
8 the Italian Treasury must be supplied 
9 with the necessary details to establish 
10 the ratio between the foreign capital 
11 invested and the total capital of the 
12 company. 
13 (g) The non-observance of the foregoing 
14 regulations will cancel the right to 
15 emjoy the favourable treatment reserved 
16 to investments which are considered 
17 "productive", 
met OA. For the purpose of the Law productive 


19 enterprises are considered those whose object is the 

20 production of goods or services, such as enterprises 

21 dealing with land reclamation or improvement, installatio 
22 of factories, work-yards, power generators and power 

23 transmission lines, digging of wells and tunnels, 

24 exploitation of floating and aerial crafts, construction 
25 of buildings, also for hotel use, and of roads. The 
26 Ministry of the Treasury will issue a declaration as to 
27|| whether a venture qualifies as "productive", 

28 5. Every investment hich is not recognized as 

29 productive, or which are portfolio investments, - i.e., 


30|} purchases on the market of industrial securities 
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(including participation certificates) or of fixed 
interest - bearing securities - fall under the regulation 
of Article 2, of the Law of 7th February, 1956 No. 43. 
These regulations provide in part: 

(a) Free transferability abroad of 

the interest, dividends and profits 

earned up to a maximum of 8 per cent 

per annum; 

(b) Subject to Ministerial permission 

the re-transfer abroad of the capital 

derived from the sale of assets 

previously invested after two years 

have lapsed from the date of such 

investment and up to an extent not 

exceeding the amount of the foreign 

currency originally imported, 
E,. The Netherlands 
a There are no specific legal provisions dealing 
with subsidiaries of foreign enterprises. The status 
of such is exactly the same as that of a purely 
Netherlands enterprise. 
ae Management may be entirely foreign as may all 
employees, 
5 Meetings of shareholders must be held in the 
Netherlands; board meetings can be held anywhere, 
F. Sweden 
1. Restrictions Concerning Real Estate and Mining. 

(a) The right of aliens to acquire real 

estate in Sweden has long been restricted 


by law. In order to prevent foreigners 
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from obtaining control over real 
estate through a limited company, the 
law expressly prohibits all limited 
companies from acquiring real estate 
without permission from the authorities, 
unless the Articles of the Association 
include a provision to the effect that 
less than one-fifth of the share 
capital may be controlled by foreigners 
or, in the case of shares entitled to 
different voting rights, less than two- 
fifths of the share capital and at the 
same time less than one-fifth of the 
number of votes, The existence of such 
a restrictive clause in the Articles 
of a company is indicated in the 
summaries by the words "Foreign share- 
holdings are limited", Shares that 
may be acquired by foreigners are known 
in Sweden as "free" shares, 
(bo) A Swedish limited company whose 
share certificates may be made out to 
bearer, may not acquire real property, 
acquire or work a registered mineral 
claim nor carry on mining activities 
in Sweden unless the King in Council has 
given the’ company permission to do so 
in any individual case, The same applies 
to Swedish limited companies whose share 


certificates are made out in favour of a 
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1 Specific person unless a special 
2 restriction has been included in the 
3 company's articles of association, 
4 This restriction shall provide, where 
5 its wording is not still more limitative 
6 that only a certain proportion, and at 
7 any one time less than one-fifth, of the 
8 company's shares or, if there are 
9 variations in the voting pertaining to 
10 the shares, not more than two-fifths 
11 of the share capital or one-fifth of the 
12 voting shares, may be acquired by 
13 subscription or transfer by a foreign 
14 citizen, joint body or foundation, by a 
15 Swedish cooperative society, by a 
16 Swedish limited company whose share 
17 certificates may be made out to bearer, 
18 or by any other Swedish limited company. 
19 whose articles of association do not 
20 eontain the restrictive provision mentioned 
21 above. 
22 (c) Acquisition of any share contrary 
23 to this restriction is invalid. 
24 Restrictions upon the right to acquire 
25 real property, etc, are not applicable 
26 to acquisition resulting from the 
27 division ‘of joint property in marriage 
28 or from inheritance or bequest, 
29 (d) Acts of 18th June 1925 and 7th 


! June 1934 concerning the appointment of 
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1 "figureheads" or "fronts" for the 
2 holding of real property or shares in 
3 certain companies stipulate penalties 
4 in the event that a legally valid ban 
5 upon the acquisition or retention of 
6 real property without permission or 
7 Special approval or a ban upon the 
8 acquisition by a foreign citizen, joint 
9 body or foundation or Swedish joint body 
10 of shares in certain Swedish limited 
11 companies is circumvented by the 
12 appointment of any person or persons 
13 to act as a "front" for any other person 
14 or persons to whom the ban applies, 
15 oe Royal Decree of 18th June, 1864 on expanded 
16 freedom of commerce (Freedom of Gommerce Decree ), 
17 (a) The stipulation is made in No. 26 
18 of the above decree that a foreign 
19 natural person may no*t carry on in. 
20 Sweden any commercial or manufacturing 
21 activity, nor pursue any artisan trade 
22 or other occupation without first 
23 obtaining permission from the King in 
24 Council. This permission is required 
25 irrespective of whether the foreigner 
26 in question intends to administer the 
27 business snimself or through a Swedish 
28 natural or legal person who simply acts 
29 as his representative and thus conducts 
30 the business on behalf of the foreigner. 
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1 (b) It 41s made a condition of the granting 
2 of such permission that the applicant shail 
3 be legally competent and that surety or 

4 other security shall be forthcoming for 

5 the applicant's liabilities to the Swedish 
6 state and local authorities over a period 
‘ of three years, 

By 3. Restrictions Concerning Management, 

9 (a) The members of the board and Managing 
10 Director of a limited company shall - 

11 where no exception is made by the King 

12 or any authority he appoints - be Swedish 
13 citizens domiciled in Sweden, 

14 (bo) Exemptions may not refer, in the 

15 case of the board members, to more than 

16 one-third of the total number. The 

17 authority which grants exemption is The 

18 Board of Trade, 

19 (c) The current practice is reported to 
20 be to approve applications from companies 
21 for the appointment of foreigners as 

22 members of their boards as long as the 

23 numbef of foreigners does not exceed one- 
24 third of the total numbef of board 
25 members and provided that the Company's 
26 share capital amounts to at least 25,000 
27 kronor; should the company belong to a 
28 foreign group, however, the share capital 
29 need not amount to more than the minimum 
30 amount required by law, i.e., 5,000 kronor, 
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Applications for the appointment of 

a foreigner as Managing Director are 

also normally approved, provided that 

the Managing Director in question is 
resident in Sweden, 

Restrictions Concerning Banking. 

(a) According to No. 1 of the Swedish Bank 
Act, banking may be carried on only by banking 
companies which have obtained the permission 
of the King in Council, 

(bo) The founders of a banking company shall 
be Swedish citizens and at least ten in 
number, By contrast to the stipulation of 
the Company Act the founders may not be 
other than natural persons, 

(¢) The King in Council checks that the 
articles of association conform with 

the requirements of the Bank Act and other 
legislation and approves the articles 

of association if the proposed banking 
business is found to be in the public 
interest, The authorization is granted 

for a maximum period of ten years ata 

time, 

(d) Under No, 18 of the Bank Act the 

shares in a Swedish banking company may 

be required through subscription or 

transfer (as opposed to acquisition under 
Family Law) only by: 


i) a Swedish citizen, 
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1 ii) a Swedish limited company with a 
2 "foreigners clause" in its articles 
3 of association, 
4 iii) certain Swedish cooperative societies, 
5 iv) a Swedish registered partnership in 
6 Which all the participators are 
7 Swedish citizens, 
8 v) other Swedish joint bodies and 
9 foundations, 
oo «OS. Restrictions Concerning Stockbroking and the 


11] Operation of a Stock Exchange. 


12 (a) Stockbroking is deemed to mean 

13 professional business activities relating 
14 to the purchase and sale on a commission 
15 basis of shares, other certificates of 
16 participation in limited companies, and 
17 bonds. 

18 (o) Special permission is required from 
19 the Royal Bank and Stock Exchange 

20 Inspection Board before a stockbroking 
21 business may be conducted, Permission 
22 may be granted to a private individual, 
23 registered partnership and a Swedish 

24 limited company. 

25 (c) A private individual may be granted 
26 permission to act as a stockbroker 

27 provided that he 

28 i) is entitled to conduct a business in 
29 Sweden, In the case of a foreigner 


30 this refers to the necessity for him 
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1 obtain permission in accordance 

2 With the Freedom of Commerce Decree, 

3 ii) has attained the age of 25, 

4 iii) has served a period of at least 3 

5 years with a stockbroker, 

6 iv) is not revealed by information 

7 available to be an unsuitable person 

8 for the profession, 

9 v) has at his disposal for the business 
10 in question a capital sum of not less 
11 than 20,000 kronor or in certain 

12 cases not less than 50,000 kronor, 

13 d) A registered partnership may be 

14 granted permission to act as stockbroker 

15 provided that 

16 aay the partnership is entitled to carry 
17 on business in Sweden, in which 

18 connection, in the case of partnership 
19 with foreign participation, permission 
20 is required as described above, 

21 ii) the participants in the partnership 

22 have attained the age of 25, 

23 iii) at least one of the participants in 

24 the partnership has served a period 
25 of at least three years with a 
26 stockbroker, 
27 iv) the partnership has at its disposal 
28 a capital sum of at least 200,000 

29 kronor to be utilized in the business. 
30 e ) A limited company may be granted permissio 
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to act as a steckbroker provided that 

i) the members of the board have attained 
the age of 25, 

ii) at least one of the members has served 
with a stockbroker for not less than 
three ‘Wears; 

iii) the company is not found unsuitable 
to carry on a stockbroking business, 

iv) the company's share capital amounts 
to at least 500,000 kronor, 

f) A general requirement for the granting 

of permission in accordance with the above 

is that the business is not found to be such 

that it might prove detrimental to the public 
interest, 

Restrictions Concerning the Right of Foreign 


Institutions to Conduct Insurance Business in 


a) A foreign insurance institution may 
conduct insurance business in Sweden through 
a general agent, provided that the King 

has granted the institution permission 
(concession). The general agent shall be 
domiciled in Sweden, legally competent and 
not bankrupt. In the event that the 
general agent is a foreign subject, he 

shall have obtained permission as prescribed 
in the Freedom of Commerce Decree to carry 
on trade or any other commercial or 


industrial activity in Sweden, The general 
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1 Spent may also be a Swedish limited company 
2 or mutual insurance company or a Swedish 

3 registered partnership, as long as any 

4 foreign participators have been granted 

5 permission under the Freedom of Commerce 

6 Decree, Among the supplements to be 

7 attached to the insurance institution's 

8 application for a concession is a certificate 
9 attesting that the institution conducts 

10 a legally authorized insurance business in 
11 its own country and a certificate showing 
12 that the institution has deposited with the 
13 Sveriges Riksbank bonds issued by the 

14 Swedish Government amounting to a total 

15 of 100,000 kronor for life assurance, fire 
16 insurance or marine insurance, a total of 
17 200,000 kronor for motor insurance and a 

18 total of 50,000 kronor for each other 

19 branch of insurance, 
20 b) If the proposed business is found to 
21 be needed and otherwise each as to contribute 
22 to the sound development of insurance in 

33 Sweden, the King grants a concession for 

24 the carrying on of the Business until 
25 further notice, or, where circumstances 
26 require, a fixed period not exceeding ten 
27 years. 
28 j Restrictions Concerning Foreign Exchange, 
29 a) The permission of the Sveriges Riksbank 
5 is required for the bringing into or taking 
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out of the country of foreign means of 
payment, certificates of claim, securities, 
etc. Should a foreigner intend to 
Subscribe for shares in a Swedish limited 
company and bring currency into the country 
for that purpose, permission is thus 
required from the Sveriges Riksbank for 

the introduction into the country of that 


money. 


ca Japanese regulations aim at limiting foreign 
investment to that which will contribute to the self- 
Support and sound development of the Japanese economy 
and to the improvement of the international balance of 
payments, 
2. The Minister of Finance has broad powers of 
licensing relating to the moement of foreign exchange 
to and from foreign owned corporations operating in 
Japan. In addition the Minister from time-to-time 
prepares a list of industries in which foreign invest- 
ment would be acceptable. Priority is given to those 
enterprises which: 

a.) Directly or indirectly contribute 

to the improvement of the international 

balance of payments, or 

b) Directly or indirectly contribute to 

the development of essential industries 

or public enterprises, or 

g.) Are necessary for continuation of 


existing technological assistance contracts 
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concerning essential industries or public 

enterprises or for the alteration of the 

articles of the contracts concerned such 

as renewal, 
ee Foreign Investors Deposit Accounts must be 
established for the processing into foreign currency of 
short term (under three months) sale transactions made 
by foreign investors. The conversion of Japanese 
currency into foreign funds through these accounts must 
be the subject of a special Cabinet order should any 
other type of transaction be involved, 
4, A foreign investor desirous of acquiring 
stock or proprietary interest (exclusive of those which 
come within the purview of the exceptions set forth 
below) in a juridical person established under Japanese 
laws shall first obtain validation of the acquisition 
concerned from the competent Minister in accordance 
with the ordinance of the Competent Ministry, This 
restriction does not apply to the following situations: 

a) Case where a foreign investor 

acquires stock or proprietary interest 

due to transfer from another foreign 

investor who has legally owned the said 

stock or proprietary interest, 

b) Case where a foreign investor 

acquires stock or proprietary interest 

due to inheritance or bequest, 

c ) Case where, upon the amalgamation 

of a juridical person who has legally owned 


stock or proprieatry interest, the 
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foreign investor who is a juridical 
person continuously existing after the 
amalgamation or newly established with 
the amalgamation acquires the said 
stock or proprietary interest, 
d) Case where a foreign investor who 
legally owns outstanding stock or proprietary 
interest of a juridical person SSaugres, 
upon the amalgamation of the said 
juridical person, new stock or proprietary 
interest of the juridical person 
continuously existing after the amalgamation 
or newly established due to amalgamation, 
allotted on the strength of the said 
outstanding stock or proprietary interest, 
€) Case where a foreign investor 
who legally owns outstanding stock 
acquires new stock allotted on the 
strength of the said outstanding stock 
upon the issuance of the new stock due to 
erediting to the stated capital of the 
reserve fund of the issuing company of 
the outstanding stock, 
f) Case where a foreign investor who 
legally owns outstanding stock acquires 
new stock allotted on the strength of the 
said outstanding stock upon the issuance 
of the new stock (exclusive of the new 
stock concerning which the amount to pay 


therefor is provided for in Article 4 
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paragraph 1 of the Law concerning Crediting 
Revaluation Reserves to the Stated Capital) 
due to crediting to the stated capital of 
the revaluation reserves of the issuing 
company of the said outstanding stock, 

g) Case where a foreign investor who 
legally owns outstanding stock acquires 

new stock issued due to the splitting 

up or consolidation of the said outstanding 
stock, 

h) Case where a foreign investor who 
legally owns outstanding stock acquires 

néw stock issued for the purpose of paying 
dividends of the said outstanding stock, 

i) Case where a foreign investor who 

has legally owned outstanding convertible 
stock or convertible debentures acquires 
new stock due to conversion of the said 
convertible debentures, 

j) Case where a foreign investor 

receives restoration of stock or proprietary 
interest pursuant to the provisions of 

the Cabinet Order concerning Restoration 

of United Nations Shares (Cabinet order 

No. 310 of 1949), German Property Custody 
order (Cabinet Order No. 252 of 1950) 

or of the\Cabinet Order concerning 
Restoration, Etc. of United States Property 
(Cabinet order No. 6 of 1951). 


k) Other cases as provided for by 
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Cabinet order, 
5, Provision is made to protect foreign 
investment through the review by the Minister of Finance 
of any order of expropriation which may have been issued 
against the foreign assets, Proceeds of expropriation 
are convertible into foreign currency within a year 


of the date of receipt of such proceeds, 
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1 APPENDIX XIV 
2 
This Appendix covers in detail the Balance 
3 
Sheet and Flow of Funds statements of two large groups 
4 
of companies, classified according to size, for 
§ 
selected periods. 
6 
7 
Index 
8 
AS - Balance Sheet statistics covering the operation 
9 
of 603 companies for the period 1935-51 in 
10 
total and classified according to size, 
11 
B - Source and Use of Funds statistics for the 
12 
A groups and for the same period, 
13 
GC - Balance Sheet statistics for 673 firms for 
14 
the period 1947-54 in total and classified 
15 
according to size, 
16 
D - Source and Use of Funds statistics for the 
17 
C groups and for the same period. 
18 
E - Description of the 603 companies analyzed 
19 
in Appendices A & B. 
20 
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APPENDIX XV 
SUPPLEMENTARY DATA ACCOMPANYING SUBMISSION 


TO THE ROYAL COMMISSION ON BANKING AND FINANCE 


5 By-laws of Montreal Stock Exchange 

2% Constitution and Trading Rules of Canadian Stock 

Exchange. 

ae Exchange Clearing House Company Rules and 

Regulations - June 1956 

4, Montreal & Canadian Stock Exchanges! Monthly 

Review - June 1962 issue. 

F 11 5. Official Daily Sheets - Montreai Stock Exchange 
12 6, Official Daily Sheets - Canadian Stock Exchange. 
13 7. Block Board Sheets - Montreal & Canadian Stock 
14 Exchanges. 
15 8, Requirements for Listing Securities - Montreal 


16 Stock Exchange. 


17 9. Printed Listing Statements - Montreal Stock 


| 18 Exchange. 
| 
19 (a) Great Britain and Canada Investment Corporation 
20 (ob) Falconbridge Nickel Mines Limited 
| 21 (c) Westcoast Transmission Company Limited 
22 (d) Crane Co. 


4%) 10, Listing Application for Industrial Securities - 
24 Canadian Stock Exchange. 
25 11. Listing Application for Mining, Oil and Natural 
26 Gas Sections - Canadian Stock Exchange. 
| 12. Printed Listing Statements - Canadian Stock rere A 


28 (a) Alpha Aracon Radio Electronics Limited 


29 (Industrial ) 


30 (b) Glen Lake Silver Mines Limited (Mining). 
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(c) Dynamic Petroleum Products Ltd, (Oi1). 


| 2/ 13. Specimens of American Stock Exchange Listing 


| 3 Applications, 
4 (a) Seaporcel, Inc, 
5 (b) Defiance Industries 
6 (c) Henderson's Portion Pak, Inc. 
7 (d) Zion Foods Corporation 
8 (e) Gulf American Land Corporation 


9 14, Filing Statement - canadian Stock Exchange 


10 15. Printed Filing Statements - Canadian Stock Exchange 


11 (a) Newrich Explorations Limited - No, 294 

12 (b) Merchant Mining Company Limited - No, 302 
13 (c) Brunswick Mining and Smelting Gorp, Ltd, - 
14 Nee 8322 

15 (d) Mogodar Mines Limited - No. 325 


16 16, Amending Filing Statement - Canadian Stock Exchange 


17 17. Printed Amending Filing Statements - Canadian 


18 Stock Exchange 

19 (a) New West Amulet Mines Limited - No. 4, 

20 (b) Bornite Copper Corporation Ltd. - No. 9-62 
21 (c) Dumont Nickel Corporation - No, A-11-62 


22 18, Underwriting and Option Agreements - Canadian Stock 
23 Exchange. 

24 19. Application and Certificate for Approval as a 

25 Member Corporation - MC2 Montreai Stock Exchange. 
26 20, Application and Certificate for Approval as a 

27 Member Corporation - MCC2 - Canadian Stock Exchange. 
28 21. Application and Certificate for Approval of a 

29 Shareholder of a Member Corporation - MC3 - 


Montreal Stock Exchange. 
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Application and Certificate for Approval of a 
Shareholder of a Member Corporation - MCC3 - 
Canadian Stock Exchange. 

Member Corporations - Resolutions (Officers) - 

MC4 - Montreal & Canadian Stock Exchanges. 

Member Corporations - Resolutions (Other than 
officers) - MCO - Montreal & Canadian Stock 
Exchanges, 

Member Corporations - Resolutions (For Tax 
Certification Only) - MC8 - Montreal & Canadian 
Stock Exchanges. 

Member Corporations - Facsimile Signature 
Resolutions - MC10 - Montreal & Canadian Stock 
Exchanges 

Member Corporations - Facsimile Signature Agreement 
~ MC1ll - Montreal & Canadian Stock Exchanges. 
Member Firms - Facsimile Signature Agreement - 

MCi2 - Montreal & Canadian Stock Exchanges. 

List of Members - Member Firms - Member Corporations 
- Montreal Stock Exchange. 

List of Members - Member Firms - Member Corporations 
- Canadian Stock Exchange 

List of Affiliates of Member Firms and Member 
Corporations - Montreal & Canadian Stock Exchanges 
- April 10, 1962. 

Requirements & Instructions - Authorized 
Representatives Application - Montreal & Canadian 
Stock Exchanges, 

Trading Representative Application - Montreal 


Stock Exchange, 
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A.4 
PY OTR E *WYO4RED 


The Toronto Stock Exchange greatly appreciates 
the opportunity of presenting a brief to the Royal 
Commission on Banking and Finance. 

In the preparation of the document, the 
Exchange has had the benefit 9f papers on the various 
Subjects which were Prepared by a number of members, their 
associates and employees. This material was then edited 
and collated by the Exchange staff, and scrutinized by 
a committee of the Board of Governors. 

Finally, a resume of the statements of policy, 
Suggestions and recommendations which are contained in 
the brief was submitted to the members at a meeting 
Poueea ror that ‘purpose. 

In general, there was unanimity of approval by 
the members; however, as one might expect in an 
organization of this kind, there was a small minority 
who expressed some difference of dspinion with respect 
£39 some of the proposals. None of this MINS ty 
expressed a desire to submit or have submitted to the 
Commission contra proposals either in writing or orally. 

The pandeetee will find that most of the topics 
Suggested by their Secretary for inclusion in the brief 
have been dealt with; there were a few, however, which 
the Exchange considered were outside its sphere of action 
and felt that, with respect to these, it could contribute 
little or nothing that would be helpful to the Commission. 


All of which is respectfully submitted. 


Jolv. 1062 BH. DD. GRAHAM. DracitAant 
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SUMMARY, SUGGESTIONS 
AND RECOMMENDATIONS 
Suggestions and Recommendations are Underlined 
CHAPTER I: Para. No. 
1. The chief function of a Stock Exchange in Brief 
is to facilitate the purchase and sale 2 


of shares as between investors. 

The major contribution which a Stock 

Exchange makes to the well-being of the 

community is that of liquidity. Through 

the gathering of all available "bids" and 
"offerings" inrone Rapp sere or. nics 

listed on the Exchange are assured of the 

maximum liquidity obtainable in such shares. be 
This liquidity tends to broaden: ownership of 
shares, and this, in turn, increases the 

ability of a public company t9 raise funds. a 
Authorized membership of the Toronts.Stock 
Exchange is 113; there are 113 seats. oe 
Applications for membership are first approved 
for submission to the members by the Board of 
Governors. The members then vote by secret 


batilot. ll 


The Toronto Stock Exchange is of the opinion 
that the appointment of a Chief Executive 
Officer from outside’ the industry contributes 
greatly to the public interest and that the 
appointment of "public" governors is 
unnecessary and would serve no practical 
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7. 


Nethercut & Young A.6 


Terente, Ontario 
Para. 


The development of a "national" Stock 
Exchange or pre-eminent market should be 
an evolutionary process. Whether this would 


ultimately involve one, two or more Exchange 
floors in one or more cities is not yet clear, 
but it would appear at present that the 
operation of more than one floor is impractical. 
the Toronts Stock Exchange believes that its own 
relative stature among Stock Exchanges in Canada 
Will at least be sustained.in the future, and 
Chatedt ean, and wii, play a vital role in 


the emergence of any "national" Exchange in’ 


due course. 28 
8. Public and Press Relations policy is based 
on the principle of educating the investor. 32 
CHAPTER IIL: 
9. Economie developments in Canada have affected ) 
the organization of security industry by 40 
creating trends to incorporation; to 41 -4o 
integration; to geographical distribution; 4 
to more complete service for investors; yy 
to a slight dispersion of trading volume; and 
to increased financial stability. : 


LO. 


Study is being given to the possibility of 
extending memberships beyond the present limit 
of 113, but there is no assurance at this time 


that this may be brought about. 46 
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14. 
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Nethercut & Young 
Terente, Ontario : A. cs 


Para. 
The business of brokers is a highly 
personalized one, and the character, 
personalities and abilities of the 
principals are of primary importance in 
competition as between members. 49 
The Exchange believes that a high degree of 
harmony and co-operation exists between the 
leading securities organizations in Canada, 
and that this state of affairs will not only 
continue but improve with experience on the 
part of all concerned. Pd 
The cost of handling an individual order, 
from the time the ticket to buy or sell is 
written out until delivery of the securities 
is completed, varies widely from firm to 
firm; so many factors are involved that 
efforts to establish an average have proven 
unsuccessful. 54 
The Provinee of Ontario, since 1Oli, has 
imposed a tax on the transfer of securities, 
with some exceptions. The Exchange acts as 
an agent for the Province in collecting the 
tax on securities sold on the Exchange. 56 


The Exchange considers that whether or not 


a member firm's financial statement is made 


public 18 a matter for the firm itself ts 


decide. aT 
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Nethercut &é Young 


Terento, Ontario 


A.8 


Para. 


16. The Exchange considers that the present 
policy which permits the same firm to 
perform the function of both broker and 
underwriter is well administered, that it 
is not against the public interest and that 


there should be no change in the present 
policy. 59 


CHAPTER III: 
17. Personnel of a member firm can be considered 
under the following categories: (a) Sales, 
(b) Research and Analysis, and (c) Trading 
and Clerical. 61 
18. Customers' Men - number employed - 746; 62 (a 
Salesmen employed - 869; Others who are 62'c(b 
registered to deal with the public - 356; 62 (ec 


62(d)-7 


Mutual Fund Salesmen - 67; Floor Traders 


eee ae RS Ne He Ne a Na OO 


employed - 573. 
Total employed in the industry, including 
partners and directors -- 4,543. ve 
19. The Ontario and other Securities Acts 

provide for the registration of persons 

who may deal with the public, but none of, 

the Acts specify any qualifications. 

The Exchange, with some other Canadian 
Exchanges, specifies that the employment of 

such persons must be subject to the approval 

of the Exchange, and that approval may be 63 
revoked. The Exchange sets an examination 


which must be passed by such persons. 64 
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20. 


Nethercut & Young 


Torento, Ontarie 


Members are responsible for the acts of 
their employees - and no employee is 
permitted to handle discretionary orders 


or accounts. 


CHAPTER IV: 


4 


Bon 


20% 


24, 


a ae 


The relationship between members of the 
Exchange and their clients is a personal one 
in the nature of a trust. 

The Ontario Securities Act prescribes the 
conditions under which members of the Exchange 
and their employees and agents may solicit 
business from the public. 

Under the By-Laws of the Exchange, advertising 
by members is carefully regulated. 

There is no precise statistical evidence of 
the extent of share ownership in Canada, or 

of the oecupational characteristics and 

income levels of individual shareholders. It 


would be useful to have such information and 


it is suggested that the Dominion Bureau of 
Statistics might gather it together ona 
quinguennial basis. 


The Toronto Stock Exchange permits the purchase 
of stock on a margin of 50% of the purchase 
price provided its price is over $1.00 a 


share, and this percentage must be maintained 
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A.9 


Para. 


65 
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Nethercut & Young 


Terente, Ontario 
je) 
1| 
26. There has been nothing to indicate that Para . 
2 
regulations concerning margin beyond those 
3 
now imposed and exercised by the Exchange 
4 
itself are necessary. 89 
5 
27. The Toronto Stock Exchange considers it is 
6 
potentially dangerous to encourage investors - 
7 
particularly new and small investors - to buy 
8 
Stock on a time payment plan. De 
9 
CHAPTER V: 
10 
28. +Factors which affect the share prices of a 
11 
company are: State of the industry of which 
12 
the company is a part; earnings record; 
13 
management; trend in working capital and 
14 
cash flow; and psychology of the investors. 102 
15 
e9. _ The growing practice of "saving" through the 
16 
use of "institutions" is seen in the growth 
17 
of Pension Funds, Mutual Funds and Life 
18 
Insurance. LOS 
19 
30. Many Pension Funds have adopted a policy of 
20 
dollar averaging - thus creating a steady 
21 
demand for equities and giving some stability 
22 
to price levels. 106 
23 
31. Mutual Funds have become the greatest source 
24 
of demand for equities amongst all institutional 
25 
buyers. 109 
26 : ; 
32. Experience has shown that institutions are well 
27 
qualified as investment managers and are not the 
28 
disturbing factor on market activities that many 
29 
observers believe them to be. i ag f 
30 
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Nethercut Young 
Terente, Ontario ASS) 


Pe a 
J35~- Non-Resident Owned Funds have lost much of 


their popularity because of proposed changes 

in U.S. tax laws. If these proposals are 

carried through, U.S. investors may liquidate 

large holdings of Canadian equities. However, 

action already taken by many N.R.O. Funds 

Should reduce selling pressure in the 

Canadian Market. Le 
34. The proportion of assets of Insurance Companies 

invested in common stocks is very small and 

well below the statutory limit. LW iy 
55. The traditionally conservative attitude of 

Canadian investors has had the effect of 

limiting participation in new or unseasoned 

issues. 114 
36. The proportion of Trust Company assets invested 

in equities is very modest. 118 
D7. There is a paucity of statistical information 

available as to the investment of funds 

administered by Trust Companies, and it might 

be helpful if more information could be made 

available concerning such investments. 119 


38. For several past years, there was on balance 
an inflow of funds from international 
transactions in Canadian stocks. ‘This trend 
has been reversed in 1962 when, in May alone, 
foreigners sold to Canadians a net of 


$15,300,000 in Canadian stocks. 121(4) 
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40. 


Nethercut Young 
Terento, Ontario A.l2 


At the present time, the Stock Exchange 
does not recommend any change in investment 


activities of Pension and Mutual Funds but 124 
a an Ow tact aN hectic os oe Ot hea he 


a weakness in the Selling practices should 


be corrected. 


the. Toronto. Stock Exchange believes that it 


is desirable for Canadian stock ownership 
ee at vanadian Stock ownership 


Para. 


to be broadened and that a downward revision 
ee i at a aownward revision 


of the present tax structure is necessary to 
Strengthen the economy and encourage new 


investment in Canada. The importance of 

foreign capital in contributing to Canada's 
post-war development cannot be overlooked, 

and, if the country's development is to 

continue at an appropriate, rate, foreign 

capital in large amounts will continue to be 

a necessary requirement., To assure that..it 

will be available, confidence in the future 

of Canada and its monetary and fiscal policies 
must be restored and maintained. 124 (a) 
The Toronto Stock Exchange believes that the 
entire taxation structure in Canada should be 
the subject of government review in which every 
consideration is given to reducing the burden of 
taxation now imposed on corporate or individual 
taxpayers OR to designing a new formula for 
taxation which would tend to encourage corporate 
financing through stock issues rather than by 


bond issues. Lie 
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Nethercut & Young 


Torente, Ontario 
j Rea 
F 42. At the end of 1961, there were 1,117 stocks Pave. 
: listed on the T.S.E. with a market value of 
y over $61 billion; during 1961, more than 
3 719 million shares traded with a value or 
y over $23 billion. 143 


; 44. An increase in the Supply of equities of 
j Canadian subsidiaries of foreign-owned 
j COrporavions should be encouraged in ways 


which will be beneficial both to. the 


10 
corporations concerned and to the Canadian 
11 
investors. Care must be taken to ensure 
12 i Ce) PG a es 
#5 that_any encouragement or inducement to 
Licreace supply Irom. this source. by legislative 
14 
action is not interpreted as punitive and thus 
15 
16 result in impeding the flow of capital into 
Canada. 146 
17 
44. The Exchange recommends that _a study be made 
18 
of incentives, to include tax incentives, 
19 
designed to encourage the distribution and 
20 
ownership of equities by all types of Investors 
ZL 
Lie Ca mMecars sO 
zz 
44(a). The Exchange has been urging listed 
23 
companies to "split" their shares in order to 
24 
keep their price at or below $20.00 per share. 
25 
It_is suggested that the Bank Act‘ be amended to 
26 
ermit banks to have their. shares of nominal or — 
at 
of no par value and thus permit them from time to 
28 
time to split their shares. It would probably be 
29 


3 helpful, also, in this respect if the Commission 
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1 
4h (a) (cont'd. ) Para. 
‘: would indicate the advantages (if they agree 
there are advantages) to the companies and 
4 
to the public in having shares divided from 
5 
time to time to permit them’ to sell in the 
6 
; range of $20.00 or less. 151(A) 
CHAPTER VI: 
45. The Exchange facilities can handle up to 
9 
21,500 daily transactions; there are 411 
10 
TOS.E. tickers’ in°76 towns and ¢rties4in®=. . 152-3- 
11 
Canada and in 5°cities in the U.S.Ai* The 
12 
dial quote system has handled up to 75,000 
13 
inauiries per day. 
14 
46. Orders for the accounts of customers have 
15 
priority over all other orders executed on 
16 
the trading floor. "Orders for accounts of 
17 
customers" does not include an order for an 
18 
account in which a member or a partner, director, 
19 
officer, shareholder or employee of a member 
20 
has an interest, direct’ or -indireéeé&, -*sther than 
ral 
an interest in a commission charged. 165 
2 
47, A "professional" may be defined as a person 
23 
who Buys’ or sellis*for- the-Short “tePm--"as"a 
24 
practice - or consistently - and nas. oily on 
25 
rare occasions. The professional may have a 
26 
stabilizing influence on the market. Some 
27 
members of the Exchange do professional trading, 
28 
but there are no Statistics available to 
29 
indicate either the amount or the profits, 
30 


if any, from such operations. 170 
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A.15 
Mining and junior 0.il stocks still have an Para. 
important, but in recent years a declining, 
influence on the Toronto Stock Exchange due, 
in part, to the development here of a large 
industrial market. But Toronto should 
continue to hold a pre-eminent place as a 
mining and oil share market relative to 


other Exchanges in Canada. ATS 


CHAPTER VII - Part I: 


49. 


Os 


on 


Bes 


AS a result of Sec. 41(b) of the Ontario 
Securities Act, the Toronto Stock Exchange 

is responsible for primary distribution of 

the shares of companies engaged in mining 

and.oil produetion. il erg 
The Exchange practice is to list only the 

issued capital of industrial companies, 

but to require the initial listing and 178 (a) 
posting for trading. ofthe entine-authorized 
capital of mining and oil companies. 179 
The efforts of the Exchange to regulate 

primary haaneied have been devoted to two 
principal areas: a)Option and underwriting 

terms, and b) full disclosure of all material 
facts. 180 
The Exchange is much concerned with the arms- 
length character of a proposed transaction 

and has recently passed a ruling to limit or 
control the prices for assets sold by a 

director, officer or major shareholder to his 


own company. 186 
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A.16 
At all times, an underwriter is held to Para. 
account for tne orderliness of the market 
in the underwritten Shares, and he may be 
penalized if, following distribution, he 
completely ignores the market for these . 
shares. : 188 
Many people - in fact, many members of the 
Toronto Stock Exchange - would remove the 
practice of primary distribution for ‘the 
Exchange. The alternative would be primary 
financing of mining and oil ventures by 
prospectus under the direct control of the, 
Securities Commission. It is quite 191 
certain that any method alternative to the 
present one would be subject to disadvantages. 194 
It is doubtful that any public servant, judicial 
or administrative, would act more decisively - 
or more objectively - or with more experience - 
or with greater consideration for the investor - 
than do the Governors (of the Toronto Stock 
Exchange) and their committees. It is therefore 


Suggested that the present system of primary | 


distribution be left as it now is. 195 


CHAPTER VII - Part II: 


56. 


The trend to uniformity of legislation (among the 
provinces) in the security field is more evident 
than in other areas, and there is good reason to 
assume that the trend will continue. In recent 
years, there has been an ever-increasing 198 


degree of liaison and co-operation between the 
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Various provincial commissions or other 

relevant authorities. 200 
One hears in Canada occasionally the suggestion 
that we should have a federal law similar to 

the Securities Exchange Act. To justify 203 
federal legislation and administration, the 

problem of security regulation, must be 

identified as a national problem. In Canada, 

this is not the ease. De tein great measure 

a local problem, particularly in the matter of 
registration of brokers, etc., and can best be 
dealt with at that level. 204 
The work already done in the field of security 
legislation has achieved most of the desired 
results with little or no disruption of normal 
business and a minimum of expense to the tax- 

payer or security issuer. 208 
The Toronto Stock Exchange is of the opinion 

that a Federal Securities Act is neither 

needed nor justified, but does suggest that 

the Federal Government urge upon all Provincial 
Governments the need for uniform securities 

laws and similar administrative regulations. 209 
As to market manipulation, this is something 

that is extremely difficult to identify and to 
prove. A comparison of Sections 323 and 325 

of our Criminal Code, with Section 9 of the 

United States Securities Exchange Act, might 


indicate that our Section 325 should be amended 


or extended. 
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The Exchange Suggests that the Commission Para. 
might recommend that the Department of 

Justice Study this Subject and, after 

consultation with Stock Exchanges, Provincial 
Securities Administrators and others, decide 
whether or not amendments to the Criminal 


Code are needed, 209-A-B-C 
CHAPTER VII - Part IIT: 
61. The Toronts Stock Exchange is, to a large 
extent, a selfpslicing organization’, and in 
para. 2ll are set out some of the regulations 210 
which the Exchange has imposed upon, and 
enforced against, its members. 7h mg 
62. It is the policy and determination of the 
Exchange that its affairs shall be conducted 
in accordance with the highest principles of 
ethics as an efficient quasi-public instriution, 212 
CHAPTER VIII: 
63. Listing policy has been under continuous 
development over the past ten years,, and the 
tendency has been to increase the requirements. 214 
64, The Exchange does not wish to develop a list of 
highly speculative industrial issues, but, at 
the same time, it is conscious of a responsibility 
to provide a market place for smaller industrial 
companies - it endeavours t9 ensure that all 
companies deserving or worthy of 43Me will ba 
accepted. 215 
65. Proof of consistent earnings is regarded as 
removing the security from the highly speculative 


field, but, if an industrial company cannot show 
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Para. 
consistent earnings, it may still be 
accepted if it can show net tangible 
assets of over $1,000,000 and working 
capital of $250,000 or more. 216 
A mining company may be considered eligible 
for listing when it has carried out 
preliminary exploratory work so that it can 
provide a competent engineer's report 
recommending shaft sinking, etc. The 
company must also be able to show cash on 
hand or a proposed plan to raise sufficient 
funds to carry out the recommendation. 217 
frtireoft—ard natural sas er iei, shies policy is 
to accept for listing companies which have 
adequate financing and sufficient cash flow 
to ensure the continued life of the company - 
say, net cash reserves of about $200,000, net 
eash flow of $25,000 to $50,000; this would 
mean net reserves of 750,000 to 1,000,000 
barrels of light oil on a 4% annual production 
rate. 218 
Of the 1,117 issues listed on the Toronto 
Stock Exchange on Dec. 31, 1961, 620 were 
industrial and 497 mining and junior oil 
stocks 222 
With some notable exceptions, Canadian public 
companies generally seem to fail to recognize 
their responsibility to shareholders and to 


see the value a well-informed analyst - and 
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Para. 
Public - plays in fostering new investor 


confidence in their securities. It is the 
Stock Exchange's view that it is inconsistent 
to encourage wider share ownership without 
encouraging more informative company 


reporting. ; 272 


The Toronto Stock Exchange endorses the 
recommendations made by The security Analysts 


Association of Toronto in a brief submitted 


in 1956 to the Royal Commission on Canada's 


Economic Prospects. 234 


The Toronto Stock Exchange suggests that 

legislation be effected under the jurisdiction 

of the federal and provincial Companies Acts 

and the provincial Securities Acts, establishing 

a high uniform set of standards requiring full 
disclosure of company affairs, aS sev Suv iu 

PAPAYA PNG s+ ope sn ma oe eee ee eer ere 


The above recommendations are not new, nor are 
they unreasonable demands to be made upon, 
Canadian public companies. 238 
As to "take-over bids", it must be appreciated 
that the Stock Exchange influence can extend 

only to companies listed on the Exchange and 

there is some doubt as to the wisdom of 

imposing a method of action on such companies 
which might place them at a disadvantage vis-a- 
vis unlisted companies, including foreign 


=) 


companies. 242 to 245 


7 


_ >. 
ge 

- - 
“ 


£ 


‘ycotesvolt we | atyetec’ ot 
’ 7. 3 Fa re rameter 


hn te 


: P 
Bysig = a ; 


i 


— 


Ha 
il 
ee a] 


Inetatancont et It ted? wetv 2@'egnertoxd aoose 


tucdtiw qtderenwe erede tebiw sgsitucons ct 
| yasqmeo svitsmictnt srcm anizeiweons ae 


St gre —goitycqey 


odd esercbne sgnstox® Nocd@ ctnorcT oT OY ls 

. | 

edayisnA yitrvoee oAT yd ebem encitsboommcoor 1 
i 

. 


A) 


ee. « 


bettimdve tetyd s ni ctneactT tc octistoceed 
I oe eee ks eer ean eles Cee earnest cn 


| e'sbensd oc ncleszimmcd fsycA ont ct deer at 
| pes -2toogacyd otmencod 
Jsdi ateoxgaua sgnsdoxd Nocte cincac? eAT o Lf let 
: i 


Hotvotbetrut edt vebonu betostts sd nc fisletsel 
I a aa LN -  d 


ya 
2i9A aeinsgmcd Istontverg bos Ierebst oft tc | » 

. 
ectdetidsies .etoA estiixvoc® Istontvcag sid bos ‘et 


fiyt gotatupsy abysboste te toe mrictinu dgid 6s le 
7 Hf due joe es ,atistts yosgmco ‘tc swaclsetb let 
eee anne Se na ada Roel ; t 

1 

Ou | 

bate : 

e yes ® GES, oOo OC # Geena se s+erpr e@edeeaeneose ®@Seeocaeeae ° o ang 813 BISG | 


bos sgnsioxd edt ne pbstetr eeinsqmcos ct vine 


et 

ois {CN ,.won ven ers anctd sbnemmcosery eveds enT .Sf i 

ACGUY sbhem od ct abnemeb el[dencaserny yoda * 
BFS -e9insgqmco otfduq nstbsned & 
| betstosiqaqs sd teum tt ."ebid Tevc-etet" ct eA de 
bietxs rig90 soneultnt esgnsdoxd Woctea ons jaertt & 

| 


te mcbetw edt ct eg tdueb emce af sredi 


eeinegmco fovea nc nettogs tc beddam 68 antecqmt 


~s-aly egetnevbsatb 8 368 mont soslq tdzim dotdw 
naterct antbulfont .eeinsqmeo betetinou atv 


JC RS eZ SHS ° bi 7 
pes seen Same eokgaance 


on , 


Nethercut dé Young 


Terento, Ontario 


The Toronto Stock Exchange considers that 
legislative action, probably by amendment. of 
federal and provincial Companies Acts, is 
desirable in laying down a code of procedure 
to be applicable to all parties to such "bids" 
~ provided that enactment of the same eone ie 
all provinces and by the Federal Government 


should be simultaneous. 246 
As to unlisted trading, unless it is recognized 
that there is an obligation on the part of the 
underwriting firms to later provide a market 

for the securities placed with the public, an 
important part of the mechanics by which capital 


may change hands will be missing. 260 
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STRUCTURE OF THE INDUSTRY 
GENERAL 
1. Stock exchanges are an inherent part of the free 


enterprise system. Virtually every major country boasting 
a well developed capital market has one or more stock 
exchanges among its financial institutions. The London 
Stock Exchange was organized in 1773 and the New York 
Stock Exchange in 1817. The first stock exchanges in 
Canada were organized before Confederation and incorporate 
in the 1870's. 

2s The chief function of stock exchanges is to 
facilitate the purchase and sale of shares as between 
investors by bringing together in one place orders from 
those who wish to buy and those who wish to Selden The 
price at which a share transaction is carried d.ut on the 
exchange is determined by these forces of demand and 
Supply in such shares at that time, as represented by the 
best price which one or more investor(s) is witling)to 

pay (the bid) and the best price which one or more 
investor(s) is willing to accept (the offering). 

5 The major contribution which stock exchanges make 
to the economic well-being of the community is that of 
liguidity. Through the gathering of all available "bids" 
and "offerings" in one place (the stock exchange), holders 
of shares listed on the exchange are assured of the maximu 
liquidity obtainable in such shares. Because of this. high 
liquidity, broadened ownership of shares listed 


degree of 


on one or more stock exchanges is greatly enhanced and 


encouraged. In turn, broadened ownership of shares 
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greatly increases the ability of publie companies to 

raise funds through share issues, as and when required. 
This means of raising capital has been an essential 
ingredient in the growth of all industrialized nations 

of the free world. 

BRIEF HISTORY OF THE TORONTO STOCK EXCHANGE 

4, Until about the mid-19th Century, most manufacturin 
or commercial enterprises in Canada were relatively small 
and privately owned. Enterprises which required larger 
amounts of capital (e.g., banks, railways and trading 
companies) sbtained most of their capital from abroad - 
primarily England. 

er As the economy (and the need for share capital) 
grew, the reguirement for broader share trading markets 

Gi os. liquidity) in Canada became increasingly obvious. 
The Toronto Stock Exchange was founded in 1852 with twelve 
members. Twenty six years later, the twenty members of th 
then existing unincorporated Toronto Stock Exchange 
Successfully petitioned for incorporation as The Torontod 
Stock Exchange, which was created by a special Act of 


the Legislature of Ontario in 1878. Amendments to the Act 


were Subsequently passed in 1902 and again in 1912, anda 
Supplementary Letters Patent issued in 1941. Reasons for 
these revisions are given below. 

on In 1908, in response to a similar need for broader 
trading markets in mining shares, the Standard Stock and 
Mining Exchange was incorporated in Paeaiiin as an 
independent organization. 

‘fe In 1934, the 62 members of the Toronts Stock 


Exchange amalgamated with the 51 members of the Standard 
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Stock and Mining Exchange (under the continuing name of 


"The Toronto Stock Exchange"), making it the largest 
Stock exchange in Canada - a position which it still 
retains. 


NUMBER OF MEMBERSHIPS AND SEATS 
AUTHORIZED, AND HOW HELD 
ee END 


8. Since the amalgamation of the two exchanges, the 
number of authorized memberships available has remained 
constant at 113, although there have not always been 

113 active members;.for example, at present there are 
108. 

9. Since the amalgamation, there have been 113 seats - 
one for each membership. Any one member may be permitted 
to hold up to three seats, but is entitled to only one 
vote regardless of the number of seats held. When a 
member is a partner in a member firm or director of a 
member corporation, his membership and seat under which 
he has qualified as a member must be made available as an 
asset of the partnership or member Corpora vl on, and 
available to the creditors thereof. The firm or 
corporation may have in it more than one member of the 
Exchange and thereby may have more than one seat held 

and available as aforesaid. 

ey The sales and.prices of seats in the period 1947- 
1961 are shown in Appendix No. l. 
QUALIFICATION AND ELECTION OF MEMBERS 

11. Every applicant for membership in the Exchange must 
be at least 21 years of age, male, a British subject, and 
have been in business for at least three months as a 
Stock or bond broker, or employed for at least three 


months in the office of a stock or bdnd broker. An 
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application for membership is referred to the Board of 
Governors for approval and, if approved, is voted upon 
by secret ballot by existing members., No ballot becomes 
effective unless at least twenty members cast their votes; 
one negative vote in each five is required to reject an 
applicant. Any applicant whose application is not 
approved by the Board, or who does not obtain the 
required affirmative majority on a ballot, may re-apply 
after six months have elapsed. On the New York and 
London Stock Exchanges, the Governors have full power 
themselves to elect members. 
LOCATIONS OF HEAD OFFICES 
ra; Of present members, there are 71 with main or 
their resident offices in Toronto; 13 in Montreal; 
9 in New York; 1 in Vancouver: 7 in Winnipeg and 3 in 
London, Ontario. Many members have branch offices 
throughout Canada, and some in London, England, and 
New York. 
FLOOR TRADERS ALLOWED 
te For each seat owned, the member may have four 
traders on the floor of the Exchange plus the member 
himself, or five traders excluding himself. These 


traders ar known as "attorneys" or "floor traders". 


GOVERNMENT, CONTROL AND MANAGEMENT 
OF THE EXCHANGE 


14. The Exchange operates under the authority of 

a) its Act of Incorporation, b) By-Laws, and c) Rulings. 
By-Laws become effective through the majority vote of the 
members at duly consituted meetings of members, at which 


25 members present in person constitute a quorum. 
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Asser 
Under the By-Laws, the government of the Corporation is 
vested in the Board of Governors (the "Board"), who in 
turn have "authority to make Rulings not contrary to the 
provisions of these By-Laws and to repeal and amend the 
Same from time to time, and such Rulings shall be 
binding upon members, member firms and member corporations|." 
(By-Law No. 7, Sec.5). 
a. The Board of Governors consists of ten members 
of the Exchange (elected annually),plus the President 
(a non-member permanent paid employee of the Exchange). 
Officers of the Exchange include (i) four (of the ten) 
members serving on the Board of Governors who are elected 
to the positions of Chairman, Vice-Chairman, Secretary 
and Treasurer, (ii) the President (and Chief Executive 
Officer), (iii) three Vice-Presidents, an Assistant 
Secretary and a Director of Research (those in (ii) and 
(iii) are full-time paid employees of the Exchange). An 
organization chart is shown in Appendix No.2. 
ib. None of the members of the Exchange serving on 
the Board of Governors (including those serving as 
Officers) receive any remuneration for such services. 
Meetings of the Board are held regularly ona weekly 
basis and at such other times as the Chairman may direct. 
17. Members of the Board and some other members of 


the Exchange are members of various Committees as 


indicated in Appendix No. 3. 
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18. The question has been raised from time to time 
as to the merits of appointing ts the Board sne or more 
persons not directly associated with the Exchange. 
Those in favour hold the view that such appointees might 
bring an additional degree of objectivity to Board 
decisions and further. serve the public interest. 

19. By their nature, matters Placed before the 
Board for decision are more numerous, varied and 
intimately connected with the day-to-day business of 
the Exchange than those normally placed before the 
Board of Directors of a publie company. Accordingly, 

a more complete understanding and appreciation of the 
affairs of the Exchange and its members is required in 
order to intelligently assess them than could be 
expected from an "outside" member of the Board. In 

the view of the Exchange, this factor, together with 
the necessity on the part of the Board members to- devote 
a considerably greater number of. business hours each 
week to Board meetings than is usually expected of 
non-management directors, would appear to place an 
unfair onus and responsibility on any member of the 
Board not directly associated with the affairs of the 
Exchange and its members. 


PRACTICE IN THE NEW YORK AND 
AMERICAN STOCK EXCHANGES 


20. Governors from outside the membership 
("public" governors) are provided for in the 
constitution of the above - and perhaps other - 
exchanges in the U.S.A. and are actually appointed. 


From the standpoint of public relations, this is 
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probably a good thing, but, as far as can be learned, 
in actual practice they contribute little to the 
government or regulation of the exchanges or to the 
formulation of policy. 
oles Rather than by having public governors, it is 
acknowledged by most brokers that a far more realistic 
recognition of the quasi-public nature of an exchange's 
function, and a much more Practical way of ensuring an 
objective consideration of the public interest, is by 
the appointment of a President and Chief Executive 
Officer from outside the membership. This the Toronto 
Stock Exchange believes has been proven in New York 
and, also, in Toronto, where in early 1961 an "outsider" 
was appointed. 
CONCLUSION 
ees The Toronto Stock Exchange is of the opinion that 
the appointment of a Chief Executive Officer from 
outside the industry contributes greatly to the publie 
interest, and that the appointment of "public" governors 
is unnecessary and would serve no practical purpose. 
25; Affiliates of the Exchange are two other corporations: 
a) The Toronto Stock. Exchange Clearing 

Corporation, which operates a 

"clearing house" in the Exchange 

premises under the management of 

the: T3S. Es >ufhrougne ity accounts 

are settled and shares delivered 

between the members and the Exchange 


rather than directly between members. 
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b) The Toronto Stock Exchange 

Building Corporation, which 

holds and manages real estate 

used now, or intended to be 

used in the future, for 

Exchange purposes. 
4, The Exchange operates a contributory pension plan 
for the benefit of its full-time employees - these 
numbered 141 (including twenty in the Clearing House) 
as at June 1, 1962, 


NATIONALSTOCK EXCHANGE 


296 Although more than one stock exchange normally 
exists in most of the highly developed countries of the 
world, one exchange usually predominates in each country 
and may be referred to as a "national" exchange. The 
"national" exchange in the U.S.A. may be said to be the 
New York Stock Exchange and, in England, it would be the 
London Stock Exchange. A major factor in the develop- 
ment of these institutions to their pre-eminent position 
in their respective countries has undoubtedly been the 
heavy concentration of financial institutions (4.258 
major banks, insurance companies) in the cities in which 
these exchanges are located; e.g., New York has been the 
recognized financial centre of the United States, and 
London the recognized financial centre of England, for 
many years. Reasons for this are varied, but appear to 
flow from the natural course of svente: 

26. In Canada, developments have been somewhat 
different. In the early years, a substantial portion 


of the capital necessary for Canada's growth was imported 
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from Europe (particularly England). It has been 
estimated that by the beginning of World War I, 
approximately 75% of (direct and indirect) foreign 
investment in Canada was British and only about 20% 
was U.S.* Thus, the importance of Europe as a source 
of Canadian capital inflow, the relative slowness 
(by modern Standards) of transportation and 
communication, the earlier settlement of Eastern 
Canada, and the geographical location of Montreal, 
all contributed to making that city pre-eminent in 
Canadian financial affairs in the 19th. and earlier 
years of the 20th Century. 


*Source: "American Capital and Canadian Resources" 
by H.C.J. Aitken - p.36 


Et. In the past several decades, the United States 
has replaced Europe (particularly England) as the ma jor 
source of Canadian capital inflow. For example, it has 
been estimated that in the period 1939 to 1958 the U.S. 
was the source of about 85% and the U.K. of about 5% 

of Canada's capital imports.* This factor, together 
with more rapid means of transportation and communication, 
and tne westward development of the Canadian economy, 
resulted in the rise of Toronto to vie with Montreal 

as the financial centre of Canada. This is not the 
proper platform to argue the relative merits of Toronto 
and/or Montreal as the country's financial centre, 

but, with respect to the Toronto Stock Exchange, suffice 
it to say that in the past three calendar years an 
average of 68.7% of the dollar value of trading on all 
stock exchanges in Canada has been conducted on that 


Exchange and 70.2% in 1961 alone. Figures for all stock 
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exchanges and for the Toronto Stock Exchange for each of 


theeyears 1946, 1951, 1956 and 1959-61 were as follows: 


Total Value of Trading Value of Trading T.S.E.% 

on all Stock Exchanges on Toronto Stack or 
Yé@gm in Canada Exchange Total 
1946. $1,233,463 ,000 $ 748,742,061 60.7% 
1951 2,070,159 ,696 1,174,246,660 56.7 
1956 2+TT4, 604 ,550 2,510 05m 759 66.5 
1959 2,816,949, 344 1, , 860,422.92 7 66.0 
1960 1,749,431,069 1223 760,404 69.9 
1961 5596/5356, 416 2,526,349 ,869 79.2 


In share volume in 1961, 66% of the total industrial sales 
in Canada and 76% of mining and oil sales were made on 
the Toronto Stock Exchange. 


*Source: "American Capital and Canadian 
Resources’ by Hy Conde Aiton 1p... 54 


2c. The development of a "national" stock exchange or 
pre-eminent market should be an evolutionary process. 

The Toronto Stock Exchange feels that factors at work 

in the Canadian economy at the present time are likely 

to lead eventually to the emergence of one such pre- 
eminent exchange in Canada. Whether this would ultimately 
involve one, two or more exchange floors in one or more 
cities is not yet clear, but it would appear at present 


that the operation of more than one floor is LEP e Sea 


However, the ultimate development of a prime stock 
exchange will never preclude the continuation of many 
existing (or the rise of new) "regional" stock exchanges 
to fulfill functions of a regional character. The Toronto 
Stock Exchange believes tha t its own relative stature amon 


stock exchanges in Canada will at least be sustained in 
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future and that it can, and will, play a vital role in 
the mergence of any "national" stock exchange in due 
course. 

29. To some persons it seems wrong and against the 
public interest to permit one Exchange to gain a pre- 
eminent position. The reverse is the case - a 
multiplicity of trading Places leads to a dispersion of 
orders, a consequent thinner market and,); as a result, 
greater spreads between bids and offerings. Furthermore, 
the more trading places, the more the cost per trans- 
action in operation. The cost of modern electronic 
equipment alone, to.afford prompt and efficient quotation 
record keeping and other services for members and, 
through them, to the public, is Staggering. and requires 
large volume in one place to justify the necessary 
expenditures. 

ai, The Exchange believes that it has an important 
role. to perform in Canadian investment affairs and that 
its relative importance will not diminish in future 
years. It is also keenly conscious. of its 
responsibility to the public generally and that its 
future growth and ere | will depend upon the 
maintenance of a high standard of ethics among its 
members. 

Dlx A comparison of trading in securities interlisted 
on the Toronto, New York and American Stock Exchanges 
(Appendix No.44) would suggest that important competitors 
of the Toronto Stock Exchange are American exchanges, 

as some Canadian companies have sought listings there. 


A national exchange in Canada would, it may be assumed, 
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1} provide Stronger competition than is provided by the 
2] "splitting" of canadian trading between two or more 
3| exchanges (See Appendix No.45). 

4] PUBLIC AND PRESS RELATIONS 

Si 52. The publicity policy of the Exchange is based 
6] on the Principle of educating the investor, and, at 

7| present, approximately $60,000 per year is spent 


8 directly on such a programme. For example: 


9 (a) Last year and again this year, a booth 

10 has been operated at the Canadian National 

11 Exhibition in Toronto. A new film strip will 

12 be shown this year to depict and explain types 

13 of investments, how orders are executed, etc. 

14 Volunteer employees from member firms are 

15 present to answer questions and explain 

16 Exchange procedure. Some informative literature 
17 is available (two samples are at Appendix No. 37). 
18 Several hundred thousand visitors showed great 

19 interest in this C.N.E. display. 

20 (b) In 1961, a small magazine was started - 
21 The TSE Digest (sample at Appendix No. 38) - which 
22 is proving more popular with each issue; there are 
23 ten issues a year and the size is being increased. 
24 (c) A modest programme of newspaper advertising 
25 is being carried over the term of the year in the 
26 principal daily, weekly and college papers in 

27 Canada (sample ad. at Appendix No. 39). 

28 (d) A new coloured motion picture - 24 to 26 
29 minutes - is being produced for showing or loan to 


30 interested groups across Canada. In 1952, at the 
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time of the Exchange's centenary, a film was 
made and has been seen by several million 
viewers, but is now out-of-date. 
(e) For the first time in 1962, an Annual 
Review of the Exchange's activities in the 
Previous year was produced (copy at Appendix No.40). 
In all advertising, emphasis is Placed upon the 
necessity of investors having a financial status which 
justifies their purchase of equities. They are warned 
that there is an inherent and varying element of risk in 
all equities and that they should buy only after careful 
consideration and after advice from an experienced member 


ofthe Exchange. 


INDICES 


BD. In addition to providing the press with bid and 
ask quotations, total sales, ete., the Exchange compiles 
and issues four indices each hour that the market is open 
and seventeen quoted market indices monthly. A new set 

of; indices is now in course of preparation and is expected 


ta be available in the Autumn of 1962. 


DAILY BULLETIN AND MONTHLY REVIEW, RADIO, ETC. 


BY A daily bulletin, showing all sales, bid and ask 
quotations and other useful information, is sent to all 
members and is also available to the public by 
subscription (copy at Appendix No. 41). A Monthly Review 
is also issued (Appendix No. 42). Charts are provided 

to the press, and market summaries préiaavel for Reuters 
and other foreign news services. The Exchange does a 


daily radio broadcast in which 55 stations across Canada 


participate. 
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1] VISITORS 10 THE EXCHANGE. 

2) 2. An estimated 25,000 visitors came t> the public 

3] galleries of the Exchange last year; here, a tape 

4] recording of the trading process may be heard on ear- 

5 phones, and there is also a visual animated chart showing 
6] the course of action from the time an order is given until 
7] it is executed. Conducted Groups of school chijren, 

8] service clubs, etc., are shown over the Exchange premises. 
9] On occasions, evening trading demonstrations are put on 

10} for interested groups. Each yevar, a group of eight to 

11] ten university professors are guests of the Exchange and 
12) learn dofieits operations through talks by the executive 

far Scart and a visit to the floor, ete, 

14] FINANCING THE EXCHANGE OPERATIONS 

15] 36. ba kulfhesicost of operating vthe Toronts: Stoek 

16] Exchange is met by receipts from the following sources: 


17 Total Fiscal Year 


Ending 3lst March, 1962 


Members' assessments, as 
19} determined from time to time 
by the Board of Governors. 
20|| (Fiscal year 1961 - 1962, 
$300 per member) % ~33;500. 


Attorney fees. A charge of 
22) $12 per month for each 
member's attorneys on the 
234 Bbzr Fi sd1l 24 


24|| Clerk fees. A charge of $5 
per month for each member's 
254 cberk rom the floor. De Per 


26]| Telephone booth. A charge of 
$35 per month for each member's | 
27% weotindon the floor. 41,772. 


1 
28 || Ticket charge. A charge of 9% 
cents to each member for each 


29|| transaction on the floor. 


276,823. 
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Curb trade charge. An additional 

charge of 5% of the regular commission 

rates on each trade made by members in 

Stock traded on the Curb Section. 

(Now eliminated) $ 41,795 


Fines and entrance fees. Charges 
levied on members 9n transfers of 
Seats, fines for infractions, etc. 32,030 


Transfer tax commission. A commission 
paid by the province on transfer taxes 
collected by the Exchange. 54 594. 


Ticker commissions. A commission paid 
by the Canadian National Telegraph on 


all tickers in service. 68,342, 


Interest on investments and other 


income 60,594. 

Listing, filing and Sustaining fees 

(See Note) aRoiey lsh 
$1,043,659 


Note: As the revenue from listing fees and filing fees 
is subject to considerable variation from year to 
year, only 10% of these fees when received are 
taken ints current revenue and the balance placed 
in a special reserve of which 10% per annum is 
also brought into current revenue. Thus, 
listing and filing fees are being amortized on 
a ten year basis. Had listing and filing fees 
been taken into revenue as received, this figure 
would have been shown as $515,491. 

(b) The Exchange being a non-profit organization, 
the varisus charges to its members by assessment and 
otherwise are calculated to meet operating expenses 
each year and to permit the setting aside of such 
reserves aS may be considered prudent to meet future 
requirements. 

Such future contingencies are possible 
periods of reduced revenue when the incomes of the 
membership might also be reduced and large-scale 


expenditures for new equipment which, based on past 


experience, will be required from time to time. As 
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intimated later in this brief, it is expected that new 


quotation equipment will be installed in the early future 


and in addition increased acesmmodation must be provided. 
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(c) Hereunder is a statement of Exchange expenditures for the 


year ending March 31, 1962, 


STATEMENT OF EXPENSES 


For the year ended March 31, 1962 


Exchange 


Salaries 

Telephone and telegrams 
Ticker service 

Audit fees 

Exchange auditor 

Law costs 

Pension plan 

Advertising 

General expense 

Printing, postage and stationery 
Business taxes 
Teleregister maintenance 
Unemployment insurance 
Employees’ hospital plan 
Business machine rental and expense 
Rent 

Employees' benevolent fund 
Monthly Review 

TSE Digest 

Sundry travelling 

Special travelling 
Research and new processes 


Buildings 


Realty taxes 

Fuel 

Insurance 

Laundry 

Light 

Maintenance and repairs 

Power 

Janitor's supplies and services 
Wages 

Water 

Pension plan 

Excess expenses, 226-230 Bay Street 


$439,017.57 
13,396.49 
10,317.50 
2,000.00 
13,800.00 
11,562.75 
27,825.92 
23,315.02 
46,440.05 
34,127.27 
30,324.70 
15,293.46 
4,190.39 
3,914.40 
74,922.19 
9,694.06 
15,000.00 
11,842.05 
4,261.59 
14,019.33 
10,585 ,15 


16,629.50 


$ 59,230.83 
2,442.35 
3,963.77 
1,177.09 
7,003.68 

27,914.51 
4,084.90 
24,856.91 
36,898.11 
3,214.68 
3,916.14 


4,773.39 


$832,479.39 


$179 ,476 .36 


$1,011,955.75 
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CHAPTER II 


MEMBER ORGANIZATIONS ~ TRENDS - COMMISSIONS ETC, 
MND 9! BEC 
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TRENDS IN THE DEVELOPMENT 
OF MEMBER ORGANIZATION 


by The changes which have securred in the activities 
of security dealers in Canada in general, and of the 
Toronto Stock Exchange members in particular, in the 
years Since World War II must be viewed in the Light 
of economic developments in this eountry during the 
Same period. 
ECONOMIC DEVELOPMENTS AFFECTING MEMBERS 
BS The more significant of these developments in 
relationship to the Canadian securities industry would 
appear to be: 

(i) population growth; 

(ii) sporadic but general increase in 
national income (total and per 
capita); 

(iii) discovery and development of natural 
resources (e.g., petroleum and 
natural gas in Western Canada, 
uranium in Ontario and Saskatchewan, 
iron ore in Labrador, etc.); 

(iv) large capital requirements by various 
sectors of the economy (Seaway, 
pipelines, etc.), both public and 
private; 

(v) increasing institutionalization of 
savings for investment purposes 
(e.g., insurance companies, trust 


companies, pension funds, mutual 


funds); 
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(vi) development of more rapid means 
of transportation anda (particularly) 
communication; 
(vii) growth in interest in Canadian 
Securities on the part of 
foreign (particularly U.S.) 
investors and some tendency in 
recent years for a growth in interest 
in foreign securities among Canadian 
investors; 
(viii) changes in personal income taxes, 
particularly in the area of graduated 
tax rates and dividend tax credits; 
(ix) improving knowledge of actual and 
potential investors in investment 
matters. 
59. With respect to many of the items cited above, the 
role of the securities industry has been an active-one. 
In others, it has been one of response to the challenges 
and opportunities which have resulted. The effect of 
these and other stimuli on members of the Toronto Stock 


Exchange is reflected in the following broad develop- 


ments: 

TREND TO INCORPORATION 

40. (a) Until the early 1950's, membership in all 
stock exchanges in either the U.S or Canada was 

restricted to sole proprietorships or bev eneeeriem 

In 1955, the New York Stock Exchange permitted 


incorporation on the part of its membership. In 


December 1954, the Toronto Stock Exchange passed 
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By-Law 67, which permitted incorporation 
of its membership as 09f January 1, 1954, 
Simultaneously, audit requirements to 
adequately Safeguard the interests of both 
clients and other dealers under the new 
circumstances 09f limited liability were 
sharply increased. 

(ob) Effect of Income Tae Policy = 
LHACPoduction of By-Law 67 was a recognition 
on the part of the Exchange of a number 020f 
the factors referred to in para.38 and their 
impact on the business affairs of Exchange 
members. Chief among these was the difficulty 
of many members, under the incidence of 
graduated personal income taxes, to retain 
in their unincorporated businesses a sufficient 
portion of their earnings to finance their 
growing capital requirements. A high level 
of retained earnings (plough-back) has been an 
essential ingredient in Canadian business 
expansion in post World Ward II years. It has 
been of particular significance to members of 
the Exchange. 

(c) Effect of Exchange Regulations - Under 
Exchange regulations, every partner of an 
unincorporated member and every holder of 
voting shares of an incorporated member must 
be either an officer or an employee of his 


member organization actively engaged in the 
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1 business (or of an affiliated company) - unless 
2 he is in active government service or his health 
3 does not permit - and devoting the major portion 
4 of his time thereto. Although this regulation 
5 WaS deemed by the Exchange a necessary means of 
6 ensuring a high degree of control over the affairs 
7 of its membership, it was also a restrictive one 
8 in terms of sources of capital for member firms. 
9 Thus, to provide long-term capital to meet the 
10 financial needs of an expanding securities industry 
11 in an expanding economy, member firms have had to 
12 rely upon (i) the personal financial resources of 
13 active participants in their organizations, (ii) 
14 retained earnings. 
15 (d) Earnings Invested in Business - The greater 
16 ability to plough back earnings, which, since 
17 1954, might be done if incorporated, is undoubtedly 
18 responsible for the sharp increase in corporate 
19 membership in recent years (see below). 
20 No. of TSE Member Organizations 

Lype of ‘Organization as_ at January 1st 
21 1947 1952 1957 1962 
22 Sole proprietorship 18 10 8 y 
23 Partnership 75 88 50 46 
24 Corporation Per Oe a: CLD 5 MEG, 
25 PotaL No. of 

Organizations ie) _98 _99 98 _ 
26 
wy (e) Resulting Stability - There can be little 
28 doubt that this permissive alteration in form of 
> organization has played an essential part in the 
30 rapid physical expansion and greater financial 
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Stability which has »securred among Exchange 
members (and their affiliates) during the 


Past decade, and continuance in the trend 


to incorporation is expected. 


TREND TO INTEGRATION 


Al, 


(a) The combination 2f a number of factors 
referred to in para. 38 has also.led to a high 
degree. of integration. on. the part of many 
members of the Exchange. For example, as at 
January 1, 1949, only 41% of Exchange members 
were directly (or indireetly through affiliates) 
members of the Investment Dealers’ Association 
of Canada. As at May 15, 1962, the figure had 
risen to 74%. Similarly, the direct. or indirect . 
association of Exchange members with other security 
organizations (s.g., Montreal Stock Exchange, 
Canadian Stock Exchange, Vancouver Stock Exchange, 
Broker-Dealers' Association, etc.) has shown a 
rising trend in the post-war period (see Appendix 
Wo. A.for detail, andy.for,guliss,of wmembers with. 
financial directorship, see Appendix No. 4(a). 

(b) The Broker-Dealers' Association has a 
Board of eight Governors, and the Ontaris Securities 
Commission insists that three of these be members 
of the Toronto Stock. Exchange. In 1961, the T.S.E. 
brought its influence to bear upon the B.D.A. to 
deter members of the latter uiainak dal from using 
high pressure methods in marketing securities in the 
United States, having learned that certain deplorable 


instances were attracting disrepute to the brokerage 
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Terento, Ontario 
industry in Canada, in the broad sense. 

(ec) Ontario Securities Commission - 
Relations between the Stock Exchange and the 
Ontario Securities Commission are close and 
cordial, and require frequent consultations 
together on many matters of mutual interest 
where such consultation is helpful although 
not mandatory. Formal relations pertain to the 
following matters: 

(1) Membership in the Stock 
Exchange is accepted by the 0 S.C. 
as one’ of the three’ self-policing 
bodies to which a securities firm 
(with minor exceptions) must belong 
in order to deal with the public. 

(2) Registration with the 0.S.C. 
of securities salesmen. 

(3) Registration and PM tne of 
prospectus: with the ‘O.S.C of print ry 
placement of certain new issues to 
the public. 

(4) Arrangement for escrowing and 
subsequent release of blocks of vendors' 
shares. 

Informal relations include among such other matters 
of jointeconcern as: 

(1) Discussion regarding certain 
personnel admissions, where acceptance 


is not automatic. 
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(2) Conduct and attitude towards 
their public responsibilities of member 
firms. 
(3) Revoking of registration where 

other restraint appears ineffectual. 
(d) Effect of Diversified Investing - Basie factors 
behind this high degree of integration and co- 
operation among members of the Exchange (or 
conversely among the members of the other security 
organizations) are many and varied. One has been 
the post-World War II trend on the part of 
institutional, corporate and individual investors 
alike to deal in both debt securities and equities, 
and the corresponding desire of many security 
dealers to broaden their services ‘to incelide botH 
types. Another has been the rapid strides in both 
transportation and communication,which have greatly 
facilitated security (debt and/or equity) trans- 
actions between various parts of Canada and between 
Canada and other countries. 
(e) Effect of Multi-Membership - Thus, for example, 
a “Security dealer based in one part of Canada may, 
through branch offices, deal with investors in many 
other areas of the country. Membership on the 
Toronto Stock Exchange gives him access to a highly 
liguidable market in a large proportion of Canadian 
(as well as a few foreign) dhe heppee and common 
Membership in other exchanges in Canada 


shares. 


tends to supplement the share markets to which he 


has access and, therefore, broadens the range of the 
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1| Services which he can make available to his clients. 
2 Membership on the New York Stock Exchange provides 
3 him with ready access to shares listed on that 
4 exchange. Membership in the Investment Dealers! 

5 Association of Canada provides him with - among 

6 other things -- access to new issues of certain 

7 Securities of all classes (bonds, preferred and 

8 common shares) which membership in one or more of 
9 the other security organizations is unlikely to 

10 provide him. 

11 (f) Effect of Broad Investor Interest - The 

12 apparent complex relationship of membership in 

13 various security organizations among securities 

14 dealers - as suggested by the present relationship 
15 of members of the Toronto Stock Exchange with other 
16 groups - is a- natural outgrowth of the broadening 
17 investor interest in securities of all class and 
18 kind in evidence throughout the Western world in 
19 latter years. The significance of this inter- 

20 relationship or internal integration is primarly 
21 that which typifies the free enterprise system - 
22 a desire and a ready response on the part of 

23 (the securities) business to meet the demands of 
24 the ultimate consumer (investor). 

25 (g) Conclusion: Increased Integration - Increased 
26 internal integration may be expected, but perhaps 
27 at a slower pace than has been the case in the 

28 post-war years. However, if the trend in recent 
29 years to a greater interest in Canadian securities 
30 on the part of foreign investors, and in foreign 
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securities on the part of Canadian investors, 
continues, it is possible that greater integration 
between members of various security organizations 
in Canada (including the Toronto Stock Exchange ) 
and of security organizations in other countries 
Will take place in the future. 

TREND TO GEOGRAPHICAL DISTRIBUTION 

4o, (a) Head Office Locations - Membership in the 

Toronto Stock Exchange (as represented by head office 

location) has materially broadened in a geographical 

sense aS well, in post-war years. This is clearly 
borne out by the following figures: 
Noo of ‘Organtzattsns 


TSE Member Organization ape U January lst 
1947° 1952 1957 ° 1962 


Head office in Ontario* 82 80 81 74 
Head office in Quebec 5 10 9 13 
Head office elsewhere | 
in Canada 1 2 He 2 
Head office in U.S.A. Sede eee oS ee 

9S, OP Sap red 08 
* Includes Toronto 78 78 79 ge 


The impressive increase in T.S.E. member organizations 
with head offices located in the Province of Quebec 
and in the United States during the past fifteen years, 
evident from the above statistics, once more focuses 
attention on the broadening scope and varying relation- 


ship which has typified the securities -industry in the 


post-war years. 
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(b) Interest in U.S. Securities -< Securities 
markets are no longer of exclusive interest to local 
investors, or to local securities dealers. Investors 
living in one area of Canada are interested not only 
in Canadian securities available locally, but in 
Canadian securities whose primary markets are located 
in other areas of Canada. In recent years, they have 
also shown an increased interest in U.S. securities 
whose primary markets are located in that country. 
Similarly, U.S. investors have widened their security 
horizons to include Canadian securities with primary 
markets located in various parts of Canada. 

(c) Branch Offices - In order to provide as 
complete a service as possible to investors in various 
areas, securities dealers have shown a marked tendency 
not only to add to their facilities (by becoming members 
Sr Security organizations in ather! arenas but also to 
add to their outlets (by opening branch offices in the 
areas in which the facilities are added). The degree 
to which investment firms have directly (or indirectly 
through affiliates) responded to the widened scope of 
investor interest in Canada is indicated by the following 
resume of branch office locations of T.S.E. member 


organizations as at January lst, 1962: 
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NO? “3T 
TSE Member Organizations 


Branch Office Locations as_ at May 15, 1962 


NO branch offices 40 


Branch offices in Ontario 
only 25 


Branch offices in Ontarign 
and other Canadian 


Provinces ta 


Branch (and head) office 
in Quebec only 1 


Branch offices in Canada 
and elsewhere a5 


Toad 100 

(d) Conelusion: More Branches Likely - This 
Wide geographical location of Exchange members and their 
(or their affiliates) head and branch offices reflects 
not only circumstances peculiar to the members 
(e.g., ability to incorporate and, hence, more readily 
finance expansion of their organizations) but also many 
of the developments in the Canadian economy referred to 
earlier in this section. More rapid communication is 
not the least of these. If the trend to broadened 
interest in securities beyond their immediate markets 
continues among Canadians (and/or among residents of 
other countries in Canadian securities), considerable 
further geographical distribution of Exchange members 
and/or their branch locations may be expected in future 
years. 
TREND TO MORE COMPLETE SERVICE 
44, (a) The preceding paragraphs indicate that the 
investment industry in Canada has tended to become 
increasingly complex in the post-war period. This has 


been a natural response to the growing demands placed 
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on the industry by investors of all classes. 

(b) Effect of More Sophisticated Investors - The 
past several decades have seen a rapid increase in the 
institutionalization of investor funds in Canada - a 
development not unique to this country. This growth 
in what might be termed professional investing has 
required an increasing degree of skill and knowledge 
among members of the securities industry if they are to 
be competitive in this area. Similarly, individual 
investors have become more sophisticated as their 
knowledge of, and experience in, investment matters 
has broadened. Customers! men and securities salesmen 
have had to become more knowledgeable, not only about 
individual securities but also about business conditions, 
government fiscal and monetary policies, and matters of 
international significance. . 

(c) Security Analysts Essential - Security analysis 
has become an integral part of the fabric of most 
Exchange member firms. Indicative of this is the fact 
that in 1961 more than one-half the members of the 
Exchange had one or more employees enrolled as members 
of The Security Analysts’ Association of Toronto - 

a group devoted to the pursuit of better investment 
information. Several members also have employees 
enrolled in similar organizations in Toronto and other 
major cities. Few investors today - whether 
institutional, corporate or individual - are interested 
solely in one type of security. Debt securities, 
preferred stocks and common stocks are in varying 


demand (and supply) under varying conditions. 
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Although employees of member firms are most likely to 
be oriented toward equities, they must have a working 
knowledge of (federal, provincial, municipal and 
corporate) debt securities of various kinds, and of the 
factors which affect their present and future worth. 

(a) Portfolio Analysis - This is closely 
associated with, and relies to a considerable degree 
on, Security analysis, and has also become an increasingl 
important tool of security dealers (including ?.S.E. 
members) as a means of matching investor requirements 
with available securities. 

(e) Mutual Funds have become increasingly 
popular in recent years as investment media for Canadian 
investors. Although most mutual funds have their own 
retail sales force, a portion of Gheir sales are 
derived through various investment firms. The Exchange 
has no financial statistics on the degree to which its 
members participate in this area. It is believed, 
however, that although in isolated instances the volume 
of mutual fund share sales may be significant, total 
sales by members as a whole would represent only a 
minor portion of Exchange member firm revenues. 
Similarly, such volume is believed to represent only 
a minor portion of total mutual fund sales in Canada. 

(f) Conclusion: Demands for Service Will Increase 
- Hence, while the primary function of most members of 
the Exchange (excluding their affiliated companies) > 
continues to be the day-to-day business of matching 
purchases and sales of listed shares, the extent of 


services to clients (suggested above) necessary to 
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conduct such a business has been one of continuous 
growth. It is probable that the demands on Exchange 
members - as on other securities dealers in Canada - 
in this direction will continue to increase in future 
years. 


TREND TO DISPERSION OF TRADING 
VOLUME AMONG MEMBERS 


74. (a) Slight Dispersion - Available statistics 
Suggest that volume of trading among member organizations 
(as evidenced by Share transactions) has shown some 
tendency toward dispersion rather than one of concen- 
tration in recent years. An analysis of figures over the 
past ten years indicates that between 1951 and 1961, 

fa) the percentage of share transactions on the Toronto 
Stock Exchange carried out by the five leading members 
remained virtually constant at approximately 23% 

(or an average 4.6% per member), (ii) the percentage 
esrried out by the next (1.e., Sixth ts tenth) five 
leading members declined from approximately 14% (or an 
average 2.8% per member) to hts rail ihe 9% (or 1.8% 

per member), (iii) the percentage carried out by the 
succeeding (i.e., eleventh to fifteenth) five leading 
members increased from approximately 10% (or an average 
of 2.0% per member) to approximately 12% (or an average 
of 2.4% per member). The fifteen leading members in 
terms of share trading volume in 1951 were also the 


same leading fifteen members in 1961. 
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(b) The percentage of share transactions 
conducted by the first five, ten and fifteen leading 


members in the years 1951, 1956 and 1961 are set out 


below: 
No. of TSE Member % of Total TSE Trades 
Organizations Carried out by Leading Member 
1951 1956 1961 
5 Leading Members 23% 22% 23% 
10 tt " 37 46 40 
15 il f! 47 47 Ay 


On the basis of these Statistics, it would appear that 
there has been a modest trend to dispersion in terms of 
Share volume of trading among Exchange members. However, 
the degree of dispersion is not sufficiently great to 
justify a forecast of the future trend. 
TREND TO INCREASED FINANCIAL STABILITY 
AS, (a) Requisites for Future Growth - Reference 
has already been made to various trends (incorporation, 
integration, more complete service, etc.) which suggest 
that Exchange member firms have been growing in stature 
in recent years. In part, this no doubt reflects the 
relative prosperity - in which the Canadian people as 
a whole have participated - which has existed in this 
country during the post-war era. More importantly, it 
reflects the appreciation on the part of most Exchange 
members that a continuing and constant reputation for 
(i) integrity, (ii) ability, (iii) financial stability, 
is the necessary foundation on which Ks build the oe 
term future of their organizations. 

(b) Evidence of the present financial 


capabilities of Exchange members may be had from the 
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following breakdown according to size of the gross 

assets (ineluding a valuation of the seats) as at 

December 31, 1961, of Seventy member organizations: 
No. of Member Organizations 


As at December 31, 1961 


Gross Assets 


Over $3,000,000 12 
Over $1,500,000 and under $3,000,000 16: 
Over $750,000 and under $1,500,000 22 
Under $750,000 “20! 

[oe 


*Excludes member organizations otherwise reporting 
to the Royal Commission on Banking and Finance 
through other sources. 

(c) Conclusion: Tendency to Grow - Given 
continuance of recent trends among members to incorp- 
oration, integration, etc., it seems logical to expect 
that, in terms of net assets, member firms as a whole 
Will tend to grow in size and stability with the median 
tending to remain in about the same relative position 
to the group as a whole. 

STABILIZATION OF EXCHANGE SEATS 

46, (a) The total number of Exchange seats has remained 
constant since 1934. A member may hold no more than 
three seats; a member firm or corporation may have more 
than one member; one seat entitles the holder to five 
traders (see paras. 8, 9 and 13, Chapter 1). Accordingly, 
if the volume of trading conducted by a member firm 
reaches such proportions that the abate nemell and rene 
attorneys are unable to handle that volume, the member 


firm will normally purchase an additional seat from 


another member. 
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(b) Distribution of Exchange Seats - As 
indicated below, the vast majority of member firms 
usually hold only one seat on the Exchange. Hereunder 
is set out the distribution of Exchange seats as at 


January lst in each of the years 1947, 1952, 1957 and 


1962: 
TSE Seat Distribution No. of Member Organizations 
as_at January lst 
1QHY vo L952 vine Simul dg62 
Member firm holding 1 seat 86 91 88 90 
7 i 4 2 seats 6 6 8 7 
} ¥ ‘ >, sealtenoudl O 3 ) 
¢: 2 f 4 seats .0 103 m9) bali 
Total member firms 
holding seats 93 98 oF. 98 
Active Seats c2a RE 107 cs: 108 
Inactive Seats Re belts pee ere et 
Total Seats 7 ie: ee: ab. Le: 


There is little indication from the above as ts any 
Significant trend to either diffusion or concentration 
of seats among member organizations, or as to the 
relationship between active and inactive seats. 

Activity or inactivity of seats tends to be related to 
the current and prospective level of trading activity 

on the Exchange, which in itself varies widely from time 
to time. 

(c) Authorized Non-Member Brokers - An 
authorized non-member broker is one who is not a member 
of the Toronto Stock Exchange but who maintains an 
office and regularly conducts a stock or bond brokerage 
business with the public, and who has signed the applica- 


tion and agreement furnished by the Exchange and has 
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been approved by the Board of Governors for split 
commission privileges. 

This category was created when the Exchange 
recognized that, because of the many factors outlined 
in paragraph 38, some securities dealers in certain 
localities in Canada or elsewhere in the world might 
have an active interest in securities listed on the 
Toronto Stock Exchange, but the volume they could 
generate would not warrant the purchase of a seat. Many 
of these brokers located in Canada may be members of the 
Bs DLA... ora ILD: Awl of Coy alithough membership in such 
organizations does not of itself entitle them to the 
various non-member broker privileges. The Split 
commission privilege entitles the broker to not more 
than one-third of the regular commission on his orders - 
the same privilege extended to all member firms of 
recognized stock exchanges.* While they carry out their 
exchange transactions through a member firm, these non- 
members must maintain their own identity and, in effect, 
stand on their own feet financially and otherwise. 

The authorization of a non-member broker may be 
withdrawn at any time, whereupon he ceases to be entitled 
to the split commission. This in effect gives the 
Exchange some control over these brokers and encourages 
them to conduct their business according to the same 
standards as the members themselves. 

*Recognized stock exchanges for this purpose at the 
present time are Montreal, Canadian, Vancouver and 


Calgary in Canada; all major exchanges in the U.S. 
and Europe. 


7 
a 


ae 


. s ; ado : ” : : ; 
tifgea act erenteved ‘tc busca eld yd beverqgs 


2 
a) 
a 
oat 
J 


— 


09 © Je: .esgeliving netee. 


tdgim bixcw edd nt exedwoeals tc gbensD ot esttifsocl 
eft oc betati eettiauosa nt testetnt svitos ne@' sved | 
bluca yedt emufcv efi sud Lognsdoxd wocve cinoact 
yisM .3692 8 Ic sagrotug ot Jnsetisw dcn blucw oterensa | 
edj ‘tc arediem sd yam sbensD ni beteecl eredcrd saedt tc | 
fovea mi qidetedmom dyucdtie ..Dd tc .A.d.I wc .A.0.4 

edt ct mond elititne tloati te ton eecb anc tissinsgre 


tifqa efT .asgeliving teNce sd tsdiiem-nem eucirév 


eicm ten cd texe1d edt eelttine eyeliving ncteetmmco 
- arsbic eid nc nctaeimmco tslugey oft te batdd-snc nent 
tc amiit tedmem [fs ct bebnetke szelivixa omge ont 
tiedd duc yrtso yond elitdW *.a9_nedoxs Nocte besingcoss 
-cn seedd .mrit tedmem gs davendd ancttogenssd smristoms 
eI9STTS ni .bos yiitnebrt awe Pe aiinaiaes taum earsdmom 
-Saiwtenic bog Ylistonenit test nwe rea nc ne 
ed yem teltce1d isdmiem-ncn s tc octtexiacdiug oAT 
Selatsne od e? so2aseo ed nequevredw .,emitd yos ts owstbddtw | 
edd eevig toottes nt atdT .ncteetmmco tilqe odd ct Wee 
esastucons bas etenc yd seort reve L[ertaco omce eansnoxd | 
omse efit ct gnibicoos eaentaud atedt toubnco ct mont — 
| .eevLoemens aredmom oft as ebitsbnate | as 
ani ts eecquuq eidd tct eognsnoxs wocte besingcosA* 
bos TevuconsVv .1sibensd . [se tincM org omtd tnsestq 
8.0 oat ot aegnedoxs icisem ffs :ahsneD ot Yyisgilso 
. : “| Veactwa boas® ~~ 


ie tte seonkeud 
pn Te +S fens weetee bag 


Nethercut &é Young A. 59 


Toronto, Ontario 


Alternative methods of extending this privilege 

to this group have been considered in the past, and 
further study is being given the matter. For copy of 
non-member broker agreement, see Appendix No. 46. 
INTERNAL ORGANIZATION OF MEMBERS 
47, As outlined earlier paragraphs (40(d), there 
is a considerable variance among Exchange members in 
many directions. About one-half of the members are 
incorporated, while the remainder conduct their business 
on partnership or sole ownership lines. A few (8) have 
no affiliation with any other major securities organizatio 
but most are directly or indirectly affiliated with the 
Investment Dealers' Association of Canada (73), Montreal 
and/or Canadian Stock Exchanges (48), Broker-Dealers' 
Association (25), Vancouver Stock Exchange (10) or 
New York Stock Exchange (7). Many maintain no branch 
offices, but the majority have branch offices either in 
Ontario or elsewhere. However, insofar as the conduct 
of business associated with securities traded on the 
Exchange is concerned, most members maintain the following 
basic departments: 

(a) Trading 

(bo) Sales 

(c) Research and Portfolio 

(d) Underwriting 


(e) Administration 


At Appendix 5 is an organization chart, which might be 


28 || considered as the basic skeleton around which incorporated 


29| Exchange members build their organizations. 
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COMPETITION AMONG MEMBERS 
48. With respect to the primary function performed 


by members of the Exchange, i.e., the transaction of 
purchases and/or sales of securities listed on the 
Exchange, their businesses. are based on "service" to 
investors whether institutional or individual. 
Since the same scale of commission rates must be charged 
by all members, it necessarily follows that success in 
competition among members for business depends in 
varying degrees upon such factors as: 

(i) Accuracy and speed of service 


(ii) Quality and quantity of research 
informa tion 


(iii) Quality of portfolio advice 
(iv) Range of service (i.e., knowledge 
of and access t2 various types of 
securities) 
(v) Financial stability 


(vi) Personal relationships 


(vii) Ability, industriousness and integrity 
of principals and employees 


Because of individual personalities, members vary in the 
emphasis which they tend to place upon these (and other) 
factors. Some deal only in industrial and seasoned 
mining and oil stocks; other specialize in mining and 
oil stocks. Some concentrate on institutional business, 
while others specialize in handling individual retail 
accounts. Some carry no margin accounts, while others 
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CHANGES IN MEMBERS 


49, It is interesting to note that of the 94 member 
organizations active in business at the end of 1951, 
twenty were no longer in business ten years clhater: i0f 
these, four or five might be said to have ceased 
operations by reason of inability to meet Exchange 
requirements - financial or otherwise - while dis- 
appearance of the others appears to have involved 
factors which might be regarded as the normal course 

of events. «It lis .equally interesting tolnotenthat of 
the 98 member organizations in business at the end of 
1961, twenty four were not in business ten years earlier. 
These figures serve to indicate the changing nature of 
the Exchange membership and support the view that the 
business of members is highly personalized one with the 
character, personalities and abilities of the principals 
of primary importance in competition as between members. 


EXCHANGE (AS OPPOSED TO MEMBERS') RELATIONSHIP 
WITH OTHER SECURITY ORGANIZATIONS. 


iis Relevant By-Laws and Rules of the Exchange are 
applicable to affiliates of members who may belong to 
another security organization. Thus, an Exchange 
member who (or whose affiliate) is also a member of 
(for example) the Investment Dealers' Association of 
Canada is subject to the regulations of both the I.D.A. 
and the T.S.E. This requires a high degree of liaison 
between the Toronto Stock Exchange and. other leading 
Canadian security organizations. The trend to 
integration in the securities industry, as discussed 


earlier, has intensified this need for liaison. 
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This liaison, in turn, has led, in recent years, to 

an increasing conformity in the regulations of all 
security organizations with a view not only to maintain- 
ing a high standard of ethics and business conduct in | 
the industry generally,’ but: also to facilitating dual 
or affiliated membership one with the other. 

51. The Exchange believes that a high degree 

of harmony and co-operation exists between the leading 
Securities organizations in Canada, and that this state 
of affairs will not only continue but will improve with 
further experience on the part of all concerned. 
COMMISSION RATES 

BR « Changes in the schedule of rates charged have 
been made from time to-time. In July 1960, the present 
Single scale of commissions was adopted in place of the 
two separate schedules which had previously been used 
in covering "Industrial and General Securities" and in 
covering "Mining and Oil Securities". At the time the 
new schedule was adopted, the rates of commission were 
reduced substantially on shares trading below $4.00; 
other rates generally were left unchanged with some 
exceptions which resulted in slightly higher rates on 
mining and oil shares selling between $4.00 and $20.00 
(see Appendices 34 and 35, and para. 60). 

BLOCK TRADING AND SPECIAL COMMISSIONS 

Bas More recently, the Toronto Stock Exchange, 
in an attempt to discourage the large beeunk af biack 
trading being done "off the floor" of the Exchange, 
passed a By-Law raising the size of “off the board" 


trades permitted from $25,000 to $50,000, and then again 
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from $50,000 to $100,000. With the most recent change, 
the rates of commission which must be charged were also 
changed so that all transactions must carry one Tull 
commission on each side, i.e., two commissions on put- 
throughs or one commission to each broker where two 
brokers are involved. Where the profit is expressed 

as the differrnce between net prices, the spread must 
equal at least two commissions. However, on special-size 
transactions of over $100,000 in value, the scale may be 
reduced to one and a half commissions Ver aso) on 
Special-size transactions of over $250,000. the scale 
may be reduced to one full commission overall. It 
Should be noted that trades off-the-floor may be made 
only with permission from the Exchange. 

The sharp decline in stock prices has doubtless 
been responsible for the fact that the volume of block 
business has declined since the new By-Law has been in 
force. However, theeffect in more stable markets will 
be watched with interest by the active block dealing 
firms. 

COSTS OF HANDLING TRANSACTIONS 

54, The cost of handling an individual order from the 
time the ticket to buy or sell is written out unfgil 
delivery of the securities is completed varies widely 
from firm to firm. So many factors are involved with 

the many member firms that efforts to establish a 
satisfactory industry average have proven wisdgeasarans 
It should be pointed sut that a great deal of no-profit 
business has been undertaken by member firms with smaller 


investors, particularly in the Investment Club category, 
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more aS a service in the hope that some day these small 
investors will become larger investors. 


COMPARISON - NEW YORK AND 
AMERICAN STOCK EXCHANGE RATES 


see The graphic: illustration at Appendix 35 shows a 
comparison of commission rates between the Toronto Stock 
Exchange and the New York and American Stock Exchanges as 
a percentage of the price of the stock dealt in. While 
our rates, in the $0.15 to $4.00 range, expressed as a 
percentage of the price, are much lower than the 
corresponding rates for the two leading American 
exchanges, it should be pointed out that the number of 
Stocks trading below the $5.00 level on both the New 

York and American Exchanges is considerably less than 

in Toronto, where a large number of lower-priced mining 
and oil issues account for a substantial portion of our 
volume (in 1961, the value of the average share traded 

on the Toronto Stock Exchange was $3.51 - comparable to 
$18.65 for the average industrial and $1.03 for mining 
and vil stock). Our rates are Slightly higher than those 
in New York for stocks trading between the $5.00 and 
$30.00 level, after which price New York rates are again 
higher. Canadian rates become slightly higher again in 
the $80.00 to $250.00 range. Consideration has been 
given in the past to adopting a more flexible schedule 

of rates which would be more clearly linked to the dollar 
value of the dealings involved, but this was impracticabl 
because of the large volume of dealings in our lower- 


priced issued. 
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SECURITY TRANSFER TAX 


56. (a) Ontario and Quebec alone of the provinces 
impose taxes on the transfer of securities. Apparently, 
the tax in Ontario was imposed in 1911 Ps as a 
Source of additional revenue and not to defray the cost 
of a particular government agency... . The. rate.is, 3¢..0n 
each $100 par. value of bonds and debentures (with some 
exceptions) and the rate on- equities is: 1/10¢ per share 
under $1.00;. ¢¢. -. $1.00, to-$5...005. 1¢- -. $5.00; to, $25.00; 
2¢. --$25.00. to, $50.00;,3¢ -, $50.00. ¢0. $75.00 

+$ sbi 500 £0, $150,005. andy, overs $150 ..00.< 4¢ plus 

ahs of. 1%, ofnyalLue pover.$150.00. 

(b) The Toronto Stock Exchange acts as "agent" 
for the Provincial Government.and,collects from its 
members the tax payable on sales effected upon the 
Exchange. 

(c) It is estimated that the Province of Ontario 
tax will have yielded in the last fiscal, year 
$3,400,000; of this amount, just under. $2,000,000 
resulted from. transactions, 9on the Toronto..Stock, Exchange 
PUBLISHING MEMBERS' FINANCIAL STATEMENTS 
we Suggestions are sometimes made that stock brokers 
should be required to publish their balance sheets as dap 
other financial intermediaries dealing with the public. 
It may appear that the Exchange is bneonsistent. and 
self-indulgent when it urges public companies to improve 
the gqualityeof. their financial reporting while, at the 
same time, it does not insist upon its members following 
a Similar practice. Such is not the case. 


A public company whose bonds or stocks may be 
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bought or sold at any time by the general public has a 
legal and a moral responsibility to provide the investor 
with current information as to the state of business of 
the company in which he has invested. A brokerage firm, 
however, is a private company with capital provided by 
only a few shareholders, and there seems no good reason 
for such a firm (any more than other private companies) 
to divulge its financial affairs to the public at large. 
True, it is in a sense a "financial intermediary", but 
the Exchange, through its strict audit procedure, 
ensures the financial stability of its members more 
effectively than would the publication of financial 
Statements. 

Therefore, the Exchange considers that whether or 
not a member firm's financial statement is made public 
is a matter for the firm itself to decide. 

SEPARATION OF UNDERWRITING FROM BROKERAGE 

58. In connection with the various functions of 
member firms, it has been suggested that the investing 
public might be better served if the underwriting and 
the brokerage operations of a company were segregated 
from each other. This would presumably require many 
firms now engaged in all phases of the business to set 
up one company for underwriting and another for the 
brokerage business. In many cases, this has already 
been done by a number of firms who have formed 
"affiliates", although, of course, in these cases, 
there is usually an identical ownership -. and it should 
be noted that many of the Exchange regulations apply to 


such affiliation. 
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59. There may be a small area of conflict where 
underwriting, distribution of new issues and brokerage 
transactions take place within the same firm. However, 
this would appear to be more than offset by the advantage 
which an integrated firm possesses in the form of 
experience and knowledge of markets obtained through 
direct contact with the investor, on the one hand, and 
the company issuing securities, on the sther hand. 

A meeting of minds takes place within the same firm 
rather than between two or possibly several firms. 
Separation of the underwriting, distribution and brokerag 
facilities of the industry would inevitably increase the 
cost of handling securities. The research, statistical, 
delivery and other services now customarily provided by 
an integrated firm would have to be duplicated by firms 
engaged in each segment of the industry. -. Even in the 
United States, where extreme measures have been taken 

to protect the publics(often’ ineffectially )j°itehas not 
been considered practical or prudent to separate ‘the 
investment community into arbitrary compartments. 
Members of the stock exchange take care to differentiate 
between securities which they may own and are reselling 
to clients as principals and/or the purchase and sale 

of securities strictly on a brokerage or agency basis. 
The Exchange considers that there should be no 


change in the present policy. 
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"SPLIT" COMMISSION PRIVILEGES 

60. It may be helpful to give here a few notes 
on By-Law No. 31 (Appendix 34) insofar as it refers 
to sharing or splitting commissions: 

(a) Where a transaction is made by one 
member for another member, partner, director, 
etc., and the "transactor" gives up the name 
of the member, etc., for whom“he is aeting, 
the minimum charge that may be made is one- 
tenth of the regular commission with a minimum 
of 25 cents (By-Law 31 - 3). 

(b) Where the "transactor" also clears 
the transaction, the minimum charge shall be 
one-fourth of the regular commission with a 
minimum of 25 cents (By-Law 31 - 3). 

Note: Transactions as in (a) and (b) 
are known as jitneying. 

(c) On transactions by a Toronto member 
made for a member of the Montreal Stock Exchange, 
the commission charged shall be not less than 
one-half the regular commission (By-Law 31 - 5). 

(d) On transactions made by a Toronto 
member for members of practically every other 
stock exchange in the world, the commission 
charged shall be not less than two-thirds of 


the regular commission (By-Law 31 - 5). 
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(e) On transactions by a Toronto member 
for members of the Vancouver, Calgary and Winnipeg 
Stock Exchanges in certain mining and oil 
Securities listed in T.S.E. Rulings Nos. 12, 

14 and 53, respectively, the commission shall be 
not less than one-half the regular commission 
(By-Law 31 - 5). 

(f) In addition to the above, 2n all 
transactions made by a Toronto member for a 
"non-member" broker, the commission charged 
shall be not less than two-thirds of the 
regular commission. 

A "non-member" broker is defined as 
"one who maintains an office and regularly 
esrdicts’ a’ stock Sr bond brokerage business 
with the public, and who has signed the 
application and agreement form furnished by 
the Corporation and has been authorized for 
split commission privileges (as above) by 


the Board of Governors (By-Law 31 - 6). 


goqinniW bos yreeiso. siovycuiiianies ee eredmom hus 


[ie boise satatm nteito9. ab eegnstioxa soca 


«Si .acM agnilvuA .4.8.T of betall asttiauosa 


ssodmom edace co ¥ wd. enck 


Q Di sansa 4 7 
‘os 


Pea 


sd Ilede ccigeimmco odd..vylovidoeqast .c& bos AL 


jclasinmeo teiveaet oft ILend-ene nedt, eeol. ica 


as = f< wel- va) 


[ie mg ~sV¥ode sft ct neotdibba. ol. (1) 


& ict tedmem cincacT s yd ebsam ancitvosansad 
at 


beagiedo ncebasinmco odd 


ent 


a6 beniteb ei sevtcid "“tedmem-nca" 


Bt 


apy rag= 


ew 


yltetuagss bons.oo0 f Tic 


« Tauc rd 


sc bhea 


"sedmem-nca" 


eseniaus sgetsNotd bacd wc. Hocte «5 


sad bengie asd cow bos yvotildug 


nedd aael teon.ed iisdea 


immoo. tsluaey 


A 


fie antsiniem cdw snc" 
ad oubnco 


edd diiw 


yd borlaintul mict tnemeesgs bone ocitsotlqqe 


ot BboREiTOnMI us Aosed 
yd (eveds as) 


«(0 = [& wed-y@) axcarsvcd te. biecd odd 


7h i Se at 


asd bos.ocideacgicd edit 


asaslivinrg mcotaetmmes jitlae 


Cc e 


a 


f 


7” 
\, 


Nethercut cf Young 


Terento, Ontarie 


CHAPTER III. 


Categories eee eee cee 
Salesmen and Customers’ Men ... 
Qualifications of above eee 
Examinations by the Exchange 

Members Responsible for Acts of 
Researchers and Analysts eee 


Trading and Clerical ... eee 


PERSONNEL - CATEGORIES, QUALIFICATIONS, ETC, 


Empl oyees 
eee 


eoe 


eee 


eoo 


Para. 


61 


62 


63 


64 


65 


67 


68 


70 


aon ae conintn®) sinew 
aren 
Atohawers Oo bake 


‘ Las ® ’ 
: 
ci «nh Ore at Qe evtedniam 


— 


Ve 


* Piet) Mt 45 e- locate 


EE gayaasio 
2JTA g SBOUTAQTTLIAUD ,BHIAOOATAD ~ JanMKORATG 


tay 
18 ees nee aes aoe ees vas selyoyois5 
&8 one see eee vos 808 'avewotav) baz momasled 
i) bes eee eee cae sveds to agolseot tt leud 
23 wan ae vee egnedox® of3 yd suoktantacx® 
8 eee ees EXGYOlqaT %% sioA 702 efdlenoqseh axedusk 
vo soe see | 


eee eee aveyla@A bes e1edotm)8aed 


see eee coe Jrohueid bas gnthax?t 


ee 


Netherc ul ‘é Young 


Terento, Ontario A. 71 
PERSONNEL 
6l. While the personnel of member organizations 


vary greatly according to the nature of the business 

of member organizations, the three categories of a) sales 
b) research and analysis, and c) trading and clerical, 
are clearly discernable throughout the industry. The 
most significant trend in recent years has been the 
greater emphasis placed on research and analysis both 

aS a necessary service for the use of the sales force 

and an adjunct of underwriting departments. 


SALESMEN AND CUSTOMERS' MEN 


62. Member organizations and their affiliated 
companies employ some 1,682 persons in Canada who are 
engaged primarily in the sales and service portion of 
the business. There are four categories within the 
industry; the distinction between them, due to 
evolutionary. changes within the industry, may now be 
more apparent than real. 

(a) Customers’! men employed by member 
organizations are engaged primarily in the 
solicitation of listed securities business. 

They are remunerated by salary or a proportion 
of the commission earned by the firm. They 

are regarded, and so regard themselves, as 
providing .services to customers by way of 
information concerning securities and the 
handling of orders. As their firms may do 
little or no underwriting, they are not 
normally engaged in selling new security 

issues to the public. There are 746 customers' 


men employed in Canada. 
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(b) Salesmen are typically employed by 
member organizations or their affiliates holding 
membership in the Investment Dealers' Association 
of Canada. They are engaged primarily in the sale 
of bonds and debentures and new equity issues, but 
to an increased extent, incidental to.their duties, 
may Solicit or receive orders in listed securities. 
There ane 869 such bond salesmen employed in 
Canada by member organizations and affiliates. 
They are likewise remunerated by salary and/or 
commissions. 

(c) In addition, there are some 356 persons 
employed by member organizations and affiliates 
who are registered to deal with the public,” but 
who perform other duties such as those of 
secretaries,'analysts, office managers’; etc. 

The registration and qualification with the 
Exchange permits them to receive a portion of 
the commission earned in listed securities 
business. 

(ad) There are 67 mutual fund or investment 
fund salesmen employed in Canada. As the 
majority of mutual fund and investment fund 
shares are sold by their’ own’ Sales organizations, 
sales by members are not considered to be 


Significant. 
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QUALIFICATION OF CUSTOMERS' MEN AND SALESMEN 
635s The Ontario Securities Act and similar statutes 


of other provinces provide for. the registration of 
persons trading in securities who may deal with the 
public. None of the Acts specify any qualifications, 
however. The Toronto Stock. Exchange, in conjunction 
with some other Canadian stock exchanges, has 
provided that the employment of such persons must be 
Subject to the approval of the Exchange concerned 

and that approval may be revoked, whereupon the 
person's employment must be terminated by the member. 
It maintains its own register of these employees so 
that a record is available of their history in the 
business. 


EXAMINATIONS SET BY EXCHANGE 


64, The Exchange asks that all new entrants into 
these categories should have a minimum of three 
months' experience and have passed a written 
examination set by the Exchange and designed to 

test their knowledge of the relevant Securities Acts, 
By-Laws and Rulings of the Exchange which are 
applicable to their conduct, and their general 
knowledge of the securities business. By arrangement 
with the I.D.A. of C., employees of members are 
permitted to take the courses of that Association, 
and many do so each year. 

MEMBERS RESPONSIBLE FOR ACTS OF EMPLOYEES 

65. While the training and instruction of applicants 
of all categories is left to the individual member 


organization, there is an overriding responsibility 
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to the Exchange in this area, as. each member is 
responsible for the acts or omissions of all employees. 
Conduct on the part of a customers’ man or salesman 

in the handling of a customer's account which would 

be considered unethical conduct on the part of the 
member is so regarded and dealt with, in matters of 
discipline, as though it were the GondQotioP® the 
member himself. No customers! man or other employee 

is permitted to handle discretionary orders or 
accoants. 

66. The educational attainments of sales personnel 
appear to be higher than in previous periods, as a 
larger number of persons with university training 

are attracted to the business. This may be due 

partly to the greater stability of the industry 

during the period since World War II. No doubt it 

is also a reflection of the higher skills and 
Qualifications of the investment managers. of members' 
more important clients such as institutional investors, 
pension funds, etc. 

RESEARCH AND ANALYSIS 

67. More than half the member organizations of the 
Exchange maintain departments of this type of greater 
or lesser strength. They are regarded as a.valuable 
adjunct to the servicing of and sales to’ all investors, 
and particularly institutional investors. This is an 
expensive type of service provided by member pideiciens 
tions, and one where the quality of the service is 
highly competitive. Larger organizations engaged in 


underwriting and distributing new issues, including 
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Sovernment and industrial bonds and debentures as well 
as equity securities, will have Underwriting Departments, 
Which may overlap, to some extent, the functions of the 
Research Department. The specific knowledge of 
companies in Canadian industry possessed by a senior 
analyst can only be acquired »over a period of years, 
and persons capable of acquiring such skills are much 
in demand. Recruitment is almost entirely from 
university-trained persons, and, in recent years, the 
industry has attracted a number of very competent 
people in this area. Considerable amounts are also 
Spent by some members on specialized advisory and 
statistical services. 

TRADING AND CLERICAL 

68. Trading personnel, both on the trading floor 
and on the trading desks in members' off ieeésSeldo- mot 
require’'as-extensive an educational background, but 
are possessed of trading skills by experience and 
training which qualify them for this particular kind 
oF work. 

69. As trading by telephone on a bond desk or a 
stock desk involves considerable responsibility for 
dealing in sizeable sums of mgney, most of the traders 
in this position have been with the firm for a number 
of years and are well-known to their counterparts in 
financial institutions and other members. 

70. Floor traders, of which there a 31> at 
present, are also known as attorneys, as they are 
authorized by a power of attorney from their member 


to make binding contracts in the name of the member. 
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Their duties are concerned primarily with the execution 
of orders on the trading floor. While employees of 
member organizations or partners or directors of them, 
they are also subject to the discipline of a Floor 
Procedure Committee which has the power to fine, 
Suspend or expel the individual trader found guilty 

of violation of a trading rule or unethical conduct. 
The trading rules are designed to ensure that 
customers! orders have priority in the market over 
orders of all personnel of member organizations and 
their affiliates. 

Odes Senior clerical employees now have higher 
Qualifications than they had a few years ago due to 

the increasing complexity of the business and the use 
of data processing equipment, although Exchange members 
are still very large users of unskilled or semi-skilled 
personnel. 


hice The total number of personnel employed by 


members at the end of 1961 was: 


Male Female 
In Toronto offices GOT 760 
In other offices 255% 605 
3,158 1,385 
1,385 
Total 4543 


Note: For firms holding their principal membership 
in a foreign stock exchange, the above figures include 


only partners, directors and employees at Canadian 


branches. 
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Las Due to the fluctuating volume that is 
characteristic of the brokerage business, a prime 
necessity is to reduce fixed overheads as much as 
possible and to be in a position to expand staff when 
required. For firms with sufficient basic volume of 
business, data processing equipment of the punched-card 
type seems to offer a partial ‘solution 1) ape ta processing 
centres established by equipment manufacturers have 
attracted a number of more modest-sized PaitiSt These 
developments have reduced dependence upon unskilled or 
semi-skilled clerical personnel, and these trends, even 
more noticeable in the United States, are expected to 


eontinue. 
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OBTAINING CLIENTS 


74. The investment and/or speculation of money 
by shareowners is a highly personal matter. It 
therefore follows that the relationship between 
members of the Exchange and their clients is a 
personal one in the nature of a trust, comparable to 
the relationships that exist between other professional 
groups and their clientele. Every transaction 
involves some degree of personal communication 
between the two parties or their respective. 
representatives. Moreover, this personal aspect, to 
a large extent, determines the manner in which 


Exchange members can attract and hold their clients. 


ONTARIO GOVERNMENT CONTROL 


TS. The Securities Act of Ontario (Sec. 53) 
prescribes conditions under which members of the 
Exchange (and their employees and agents) may solicit 
business from the public. 

FO. The effect of these regulations is to place 
certain restrictions on Exchange members in soliciting 
business. The obtaining of clients is. usually a 

subtle matter requiring a high order of social skills 
in seeking out and developing personal contacts with 
potential investors. Memberships in clubs, participation 
in community activities of various kinds, and referrals 
from existing friends and established clients, are 
among the many ways in which Exchange meat ee go 


about building up a clientele. 
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BOARD ROOMS 

{do Many Exchange members maintain "board" rooms 
(i.e., boards with prices posted thereon) in con- 
Junction with their offices, and this also provides 

a means of establishing personal contacts with 
business, executive and office Peers in the adjacent 
area. In more recent years, however, there has been 

a trend away from board rooms in conjunction with 
Exchange members’ operations, with the result that 
this has become a less important means of attracting 
elients. 

ADVERTISING BY MEMBERS 
78. Most Exchange members advertise their services 
in local newspapers and, in a few cases, in national 
magazines, by radio and television. . Radio and 
television advertising usually takes the form of 
Sponsoring a news broadcast type of programme in 

which general market information and guotations are 
given; the broker is not permitted to recommend the 
purchase of any particular stock, nor to givera 

forecast of probable market movements. Such advertising 
must be low-keyed and dignified, as, under the By-Laws 
of the Toronto Stock Exchange (47 and 51), advertising 
by members is carefully regulated. 


DISTRIBUTION AND CHARACTERISTICS OF 
INDIVIDUAL SHAREOWNERS IN CANADA 


79. (a) No comprehensive investigation of share 
ownership by individuals in Canada has ever been made 
to the knowledge of the Toronto Stock Exchange. 


Consequently, there is no precise statistical evidence 
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1 of the extent of share ownership in Canada or of the 
2 occupational characteristics and income levels of 
3 individual shareowners. As mentioned later on, some 
4 indications of these aspects of share ownership may 
5 be deduced from taxation statistics, but such 
6 indications are necessarily very broad and leave 
7 much to be desired from the standpoint of ‘being a 


8 definitive analysis. 


9 (b) In 1961, the Toronto Stock Exchange 


10 engaged Elliott-Haynes Ltd. to do a public opinion 

11 Survey in Metropolitan Toronto to measure, among other 
12 things, the extent of public participation in the 

13 Stock market. The following information was disclosed 
14 from interviewing 700 adults (men and women) in the 

15 upper, the upper middle and the lower middle income 


16 groups (the lower income group not surveyed constitutes 


17 about 20% of the national total): 


18 (i) In stating a choice of investments thought 
19 best for Canadian families - 48.6% said Government Bonds 
20 el ea ty Sua has Life Insurance 
21 16.7% ". Mortgages 
22 6.1% " Bank Account 
23 5.9% " Real Estate 
24 5.0% " Common Stock 
25 (Note: Some gave equal rating to two types of 
investment.) 
26 
(ii) 52.4% had never owned any common stock 

27 

30.4% now own stock (34.3% men; 26.5% women) 
28 

17.2% do not now own, but have in the past 
29 owned, stock 
30 It must be appreciated that the above information 


is of little use in trying to read the national 
attitudes. 


ay 


7? 0B 


eee q 


| sd? tc 1c sbsens0 ot qideisnwe sisde tc 1 Ga it te 
te alevel omcont bas eortatvedostsde Lenctdsquooc 
oemca ,.ne rsdel benckinem eA. érenweerede Leubtvtbot 
yam gqifeatsnwe ereda te atosqes seed to eancttsotbnt 
dove dud .gottetiste nctisxed met? booubsb od 
eveol bons bsomd yrev ylitseasoen ots enctitsotbat 
68 Enisd tc tnicqbnste sit mort bertesb od ct Aovm 
-efaylsos svitinittsb 
esgnadoxd wocta céincitcT end ,£00L nT (4) 
ncinigqe ofiduq 8 cb ec? .bid a@snysH-tsiclL{l( boegssne 
vedic gncms ,sitvesom ct cinmcicT naeti{eqeiteM nf yevide 
edt ni aciteqiottisq off{duq te tnetxs edt agnid? 
beecloeitb esw. ncitemictni wsaftwelict sa? .fevrem Nocte 
edit nt (nomew ons rem) etfiubs OOF aniwetvrednt mort 
emconi sfbbim yewcl edt bos elfbbim veqqu edd .tsqqu 
eotutitanco beyevive ten query emcont yeweL oat) equers 
: (feted Isnokdsh “sdt te ROS tucds 


tdgucdd atnemteovnt tc sofedo's sdtfstve nl oer) 


ebnacd JnomrrevedD bise &0.8! - estitmst oetbansd isc? tead 
sonemenl ettl " FL.ts 
eogsgdrcM “ RY.OL 
wnveoSA Hhsd = 86" | —ORELO 
- sisted Isef " Ro.e 
Nocdve nemmcd “ RO.a 


‘te eeqys cwit ct gntiet [supe eves emca : otcK) 
: (.toemeovat 


Nocta menmioo yrs benwe teven bed RA.SA (rb) 
(nemew &2.0S nem RE. HE) Woota awe won RPO 


dasq sit of oved Sud .AWo Wen ten cb RSUTL 
Nocta .bonwe 
‘petismictnt eveds sdt ted betsiosiqqe od teum #1 
Lenciten edt beer co antverdt of aay sligil te et 


Nethercut & Young ? A. 82 


Terente, Ontario 
1 (iii) It would be useful to have reasonably 
2 accurate nation-wide statistics on share 
3 ownership and on the factors which influence 
4 investors in their choice of securities. 
5 It is suggested that this Project’ mreny re 
6 undertaken by the Dominion Bureau of 
7 Statistics, say on a guinquennial basis. 
8 DISTRIBUTION AND CHARACTERISTICS OF 


INDIVIDUAL SHAREOWNERS IN U.S.A. 
a tn CD LEY I Pe 


: 80. By comparison, a number of surveys of share 
2 ownership in the United States have been made, which 
: have shed considerable light on that Subject in that 
Z country. In view of many similarities between Canada 
: and the United States in terms of economic development, 
cf political philosophy, financial institutions and 
: Standards of living, it would not be unreasonable 
: to suggest that the incidence and pattern of individual 
si Share ownership in Canada broadly parallels that of the 
* United States. For that reason, the following 
19 

information is included in this brief. sh 
: aa In 1951-52, the Brookings: Iuetituce, in -cs- 
‘ operation with the New York Stock Exchange, made the 
i first comprehensive investigation into the ownership 
a of business and industry in the United States. This 
= survey was followed up in 1956, and again in. 1959 and 
. 1961, by a census of shareowners made. by the New York 
- Stock Exchange. A comparison of the results of these 
6 investigations affords informative insight into the 
2 kind of share ownership in that country (see Appendix 16) 
29 
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TYPICAL SHAREHOLDER 
82. From the data in Appendix 16, a picture of a 


typical shareowner in the United States may be drawn. 
The person is likely to be about 50 years of age, 

to have an annual income in the $5,000 to $10,000 
bracket, to have had some ate. training, and to 

be either a housewife in the case of women shareowners 
or engaged in a managerial or professional capacity in 
the case of men shareowners. In addition to their 
Shareholdings, he or she is likely to have jJife 
insurance, a savings account, U.S. Government bonds, 
and to own their own home. In view of. the similarities 
between Canada and the United States as pointed out 
above, it would be not unreasonable to suggest that 
the picture of a typical Canadian shareowner would 


bear a resemblance to his United States counterpart. 


SHAREHOLDERS BY INCOME GROUP 


83. According to the "1961 Taxation Statistics of 
the Department of National Revenue, Canada" which 
reports: on 1959 taxsreturtss indications are that 

a larger percentage of individual taxpayers in the 
higher income brackets are shareowners compared with 
those in the lower income groups. This seems only 
logical to expect, because taxpayers in the higher 
income groups have a higher propensity and opportunity 
to save than taxpayers in the lower income bracket. 
For the same reason, dividend income of individual 
taxpayers in the higher income groups forms a larger 
proportion of their total income compared with those 


in the lower income groups. In 1959, dividend income 
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for all individual taxpayers averaged 1.7% of total 
income, while the amount of dividend income averaged 
$70 per individual taxpayer. 

BY OCCUPATION 

84, Based on the same taxation statistics, share- 
owners are to be found among all occupational groups, 
but certain tax-paying occupational groups would appear 
to contain a higher percentage of shareowners than, others}. 
Occupational groups with higher-than-average dividend 
income, both in terms of absolute amount and as a 
percentage of their total income, are accountantsi» 
medical doctors and surgeons, dentists, lawyers and 
notaries, consulting engineers and architects, 
proprietors of financial businesses, investors and 
tax-paying pensioners. It would seem to be significant 
that such occupational groups are also groups requiring 
higher ~Levels..of, .education.ta guaLify.for.bheir 
occupations. »/(For detail of; taxation Statistics, see 
Appendix 17). 

INSTITUTIONS AS SHAREHOLDERS 

85. We have been speaking of individuals as clients, 
but another. and very important,.type of, client..is the 
Institution, i.e., mutual funds, insurance and trust, 
companies, banks and pension funds. For the extent 

of holdings by institutions, see Appendix 14. Mutual 
funds of the open-end type are the largest single type 


of institutional client in the market bodag i 
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HOW STOCK BUSINESS ALLOCATED 

86. Large institutional accounts do not normally 
confine their business to a Single member of the stock 
exchange. The manager of the investment department 

of a large institution is in constant contact with 
Several salesmen and stock traders at a variety of 
firms. Before making a large purchase or sale, he will 
obtain bids or offerings from several sources. The 


large institutions usually maintain their own stock 


researeh and statistical departments. 


FINANCING CLIENTS' ACCOUNTS 


87. The Toronto Stock Exchange, in common with 
other exchanges in Canada, permits the purchase of 
stock on a margin of 50% of the purchase price 
provided it is over $1.00 per share, ‘ard this percentage 
must _be maintained at_all times. The relevant Toronto 
Stock Exchange regulation and margin agreement is at 
Appendtfx! 15. Tt should be noteR the? tha ie aie rire 
amposed regulation and is rigidly enforced. ‘The 
Exchange staff of Examiners are constantly doing 

"spot checks" in addition to normal audits, to ensure 
that members are keeping clients! accounts properly 
margined. It is interesting to note that some twenty 


members of the Toronto Stock Exchange carry no margin 


accounts. 
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United States Practice: The United States 
Federal Reserve Board determines from time to time the 
percentage of initial margin required, and, at:»present, 
it is 50% of purchase price. The stock exchanges set 
the minimum margin requirements to be maintained, and, 
at present the New York and American Exchanges require 
20%. Hence, our requirement of 50% to be maintained is 
more Stringent than in New York. 
89. Canadian Experience: There has been nothing to 
indicate that regulations beyond those now imposed and 
exercised by the Exchange itself are necessary. The 
terms of credit are, of: course, already effected, if 
not actually controlled, by the Bank of Canada's 
influence on interest rates. 
INSTALMENT BUYING 
90. The Toronto Stock Exchange, by various methods 
described elsewhere in this brief, encourages Canadians 
to buy equities, but only if they are able to pay for 


them. 


Ol, United States System: The New York Stock 


Exchange has been sponsoring a monthly stock purchase 
plan, but, in their system, when a client makes a 
payment, his broker actually buys shares or fractions 

of shares and, thus, the stock is bought at the price 
then prevailing and it is fully paid. The investor buys 
stock by "dollars worth" rather than by the share - 
there is no credit involved and there is no penalty 

and no loss if the investor fails to make a monthly 
payment. Because of the size and density of population, 


there is apparently a sufficiently large number of 
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1 "small" buyers to make.it a practicable plan. This 


y would not be so in Canada, although it may be at a 


3 later date. The New York plan is feasible because 
4 there are two "odd-lot" brokers who do the ma jor 
5 portion of the bookkeeping and accounting, thus 


6 minimizing the cost of handling these small accounts. 
7 92. The Toronto Stock Exchange considers it is 


8 potentially dangerous to encourage investors - 


9 particularly new and small investors - to buy stock 


10 on a time payment plan for several reasons: 

11 (a) It is not considered sound investment 
12 to buy stock at today's prices and pay 

13 for it over several months in the future. 
14 The dollar averaging system is recognized 
15 as the sound»system of investment, i.e., 
16 buying at the price prevailing at the 

7 time cash payment is made. 

18 (6) The investor must pay high interest 

19 rates on the unpaid balance whilst his 

20 stock is usually earning much lower 

21 interest rates. 

22 (c) If the investor is unable to. keep up 
23 his payments, he must be sold out - 

24 probably sustaining:loss and,nthus, this 
25 leading to recrimination against the 

26 broker and a bad impression of equity 

27 investment. 

28 (d) It is economically impossible in Canada 
29 at present for a broker to adequately service 
30 such an investment plan and the clients 


eoncerneda. 
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1 IMPACT OF INSTALMENT PURCHASE PROGRAMMES 

2 We The impact of the monthly investment plans 

3 which have been initiated by various stock exchanges 

4 would appear to be very Slight. Even the New York plan, 
5 Which is probably the most successful, has had: little 


6 effect on the investment community. Total purchases 


7 under the New York plan during the past eight years 


8 were only $234 million, compared with the total trading 
9 value of about $52,700 million during 1961 only. 


10 "FREE RIDING" 


11 O4. In the investment industry, the term "free 
12 riding" refers to the practice of buying stock of an 
13 "if, as and when" issued basis. The practice is 

14 usually carried on in new stock issues in the period 
15 before payment is required and where a price rise is 
16 expected. Clients who have bought stock on an “if, as 
17 and when" issued basis are not required to pay oe the 
18 Stock until the actual certificate has been received, 


19 and this usually varies from two to five weeks. 

20 Although the practice of "free riding" is detrimental 

21 to legitimate investors, it would be very difficult to 
22 eliminate by regulation and it should probably he left 
23 as it is now, i.e., to the individual member involved 


24 to attempt to eliminate the practice by not selling 


25 new issues to known "free riders" - and they do become 


26 quickly known. 


27) 95. "Free riding" interferes with the marketing 


28| of new issues because it results in the "freely ridden" 
29 stock being sold immediately after the issue, thus 


30 disturbing the market. In order to maintain or restore 
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Stability in the market for the new stock, the issuing 
dealer must then buy back a portion of the stock he has 
Sold. The percentage of the total issue which is sold 
back to the dealer by "free riders" can vary widely. 
96. Preferred Treatment : The extent to which 
established retail and institutional buyers receive 
preferred treatment at the time of a new issue differs 
greatly. As in all businesses, long-established active 
retail and institutional accounts usually do receive 
preferred treatment with regard to size of allotment, 
etc., during new issues. Of course, this praetice will 
not be carried to the extent that prevents the firm 


from attracting new clients. 
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PART 1 


TYPES AND FACTORS AFFECTING PRICE 


TYPES OR CLASSES 


97. Shares are divided into two principal classes, 
Preferred and Common. 


98. The Preferred Stock carries a voting privilege 


only under certain circumstances; normally, it has a 
cumulative, fixed rate of dividend with a "preference" 
or prior claim over dividends on the Common; it also 
has a prior claim over Common - but a claim junior td 
beindsh or debentures - in case of liquidation of the 
company's assets; its dividend payments.are the subject 
of decision by the directors, whereas interest payment 
on a debt security (bond) is a fixed charge on company 
assets or earnings. Preferred dividends, however 

(as well as Common), are eligible for the 20% dividend 
tax credit allowed to Canadian individual shareholders; 
bond interest ‘eine thee eligible. 

99, There are various types of Preferred - cumulative, 
i.e., dividends in default are carried forward; 
non-cumulative; participating, i.e., having a share 

in profits after Common dividend is paid; non-partici- 
pating; callable, i.e., may be redeemed at certain prices 
and nonegniTakios 

100. Some factors affecting the price of Preferred 
are the security of the dividend (company earnings) ; 
the level of prevailing interest “saprecnen the presence 
of a sinking fund; and the call price. Usually, the 
price on high quality Preferred will fluctuate with the 


level of interest rates; the price of low quality 
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1 Preferred will vary with the state of the company's 

2 affairs. 

3 101. The Common Stock usually does carry a 

4 voting privilege*; its dividend is fixed from time to 


5 time by the directors, and this is usually related to 


6 the earnings. Investors buy Common for two reasons - 
7 dividend income and capital appreciation. The price 

8 of the shares will vary in accordance with the opinion 
9 of the investors as to the «potential of the company. 


10 This potential is affected by many factors - some of 


11 which are quite unpredictable - e.g., the decline of 
12 international oil stocks in 1956, newsprint. stocks in 
13 1958 and uranium in 1959. These declines all resulted 
14 from reduced earning potential through unforeseen 
15 circumstances. 
16 *although a company may have various 
"elasses of Common Stock, "A", "B", ete; 
17 one class may have a voting privilege and 
another class not; one class may be 
18 entitled to a limited dividend or may have 
its dividend deferred until certain 
19 stipulations have been met. 


20 FACTORS AFFECTING 
SHARE PRICES 


% 102. (a) The industry of which the company is a 
is part. If the industry is likely to prosper, 
= ne company should get a share of it. 
E.g., Is the industry serving a growing 
. or declining market? Is the industry likely 
is to meet more or less competition, domestic 
d or foreign? Are government policies or 
, regulations apt to restrict or free the 
29 

industry? Etc/ 


30 


y 
a 


SC WA A ~" sioi® toot 


e'ynsqmco ent te parkees SutiHttw vtav ae a: 
PORTRA SAGTOME Guy 22 — .eaartetis 
8 ytrso e@ech yifeveu Aocte ocommcd) edt of 
ot emit mest bext? et biebivib atl y*exgefitviad antitov 
ct betsle r yifeuen at atdt bos .atosoetib elt yd omtd! 
- eancaset cw tcl pemmced yd aictesvnl .aezniarse ond 
soing soT .nottstoe rqqs Istiqss bore eircont brebiyv tb 
niciniqe sd? ditw sensbrcoos ot yvrsv iftw zevrerle edt te 
»¥ysgmcg eit tc [etinetcq alt ct ep axotesvnt edd te 
tc emce - ercdost yoem yd betostts at Letineittcq att 
to enflosb ont .13.5 ~ sidetotbssqny otiup ets dobrw 
ni eNocte dniuqawen .O@OL ot aNocte Ite Lencttsovetnt 
betivnaet [is eanilosh sesiT .C@eL ni mutans iw bow 8aCr 
Nesesic tow dgueimit Istineteq antrrss beoubes mer 
» eoonstemuorro 

eucitsv oved yer yoeqmco 6 rigucrdls* 

rote ."&" ."A" .Mocte ocmmcD tc aesaaglo" 

bos exgeliving gnitcv 8 event yam easto enc 

ed ysm aaslo enc :ten eeslo taditcns 

eved yem ic boebivib betimtl£ 6 ct beldicns 

Nitstveo iftnu berreteb bnebivib att 


-Jom nosed eved ancits{ugtie 


OUITIGTIA SHOTOAT 
G2HOlAd SHAS 


6 af ynsqmco edt dotdw tc yrteubnt odAT (8) SOL 
.teqeciq ct ylewtif at yrateubot odd II J 18g 
-ti tc svsda s deg blucde Berar teciagchen 
aniwerg #8 gnivise yiteubot end al <oQea 
Ylexifl yxteubot odd al fiodasm gnintiosb xc 
oldeench .,netitteqmcs eeel xc sxcm doem cH 


‘ 


tc estoiicq dnemmievcs stA agterct ic 


/ 


edd sett 1c totitast ct tqs ancitsluget 


\ot@ tyrteubnt 
ya <@atc ia wo7Obi ix OV [ 


Nethercut & Young A. 93 


Terento, Ontario 

(b) Earnings record. The past earnings 
of a company must be studied with the object 
of finding the trend of profits. After making 
allowance for changing circumstances, attempts 
are made to project past trends into the 
future. 

(c) Management. Management of a company 
is one of the most important factors to be 
considered when assessing a stock. The past 
record of a company is usually a good indication 
of the ability of management. By diversifica- 
tion and many other methods, good management 
can often rapidly build up the earnings of 
the company which has a poor record of 
declining sales and profits. Conversely, 
poor management can be highly detrimental to 
a growing profitable firm. 

(d) Analysis of Financial Statements. An , 
analysis of a company's financial position and 
the trend in working capital and cash flow is 
important. Capitalization and the possible 
effect it might have on the earnings available 
for the common stock under various circumstances 
must be considered, and also various statistical 
financial relations such as profit margins, 
return on invested capital and the exact 
composition of the company's oa Pitdhiention, 


i.e., debt, preferred stock and common stock. 


7 7 4 . ve 
7 te -_ 
\ - oi nie OS SMES 


gninem tedtA .atiicaq tc Boext ead anibatt tc | 
atqmetis ,asonssamuorto antgnelo xe? eonswelis: 
o£ edd cini ebnmeid dvasq toetcrq ct sham ote © 
2 SINT UT 
yosgmco 8 Ic tnemezsnsM .tnemegsneM (0) b 
ed cd eictest ¢asticqmt teem edt tc snc at 
tesq ocT .Nocte 8 gnteesees nedw betebianco 
nclisotbnt bece s vifsuew et yneqmco s tc Secoet 
~soltiaievib ya .tnemegensm te yttitds edt tc 
inemegeosm becg ,ebcdiem taric Yoem bos acts 
tc eantinrss sft qu Bitud yYibiqer asttc nro 
tc bicosy tccq 6 asd dotdw yosqmes srg 
.Yleatevncd .ettterq bose eslse aninifssd 
cJ Lsinemiiteb yldgid ed oso Jnemegenem teog 
“Milt slidssiiicnwq antworva s 
_ GA .etnemeiesa Letonsath to etayLand (b) 
bos ncettiaecg {stonsnk? e'ynsqmceo s te efeyisns 
af welt deso bis [attaqso Boinicw at basest edt 
eldleacq eft bas ncitestietiqs) .dénstrcqmt 
eideitevs eantoise sid oc avec tdgim vt sostits 
aeonsdempotto aucttev tebau Nocta ncmmco eft tc4 
fgottattiate auctiev cels bons . be tsbtenco ed deum 
.2ntgism titew es dove aenciiels: Fatedent> 
J98x%9 oe bas fetiqss betaevni ne aaiter 
nctdsstiattqes a'yneguco eld tc nctdtecqmco 


-Noctea acmmco bas Hocte bertetetq .tdeb ..9.f 


Nethereut & Young 


Terento, Ontario A. 94 
1 (e) Psychology. Psychology also plays 
2 an important part in the level and trend of 
3 Stock prices. This is evidenced by periodic 
4 erratic fluctuations in stock prices caused 
5 by the temporary placing of too much emphasis 
6 on a Single determining factor, which, when 
r removed, momentarily disturbs the market. 
8 Recent examples of this were the over- 
9 emphasized atmosphere of risk and uncertainty 
10 surrounding common stocks in 1949 when yields 
11 in excess of 10% were available on relatively 
Vi, good quality stocks. This attitude entirely 
13 reversed itself in the following five years, 
14 and we may now be emerging from a period when 
15 too great an emphasis was placed on the possible 
16 long-term growth in earnings and too little 
17 weight to the uncertainties involved in 
18 predicting potential, i.e., projecting past: 
19 growth trends into the future. 
20 "YIELDS" AND "PRICE:EARNINGS RATIO" 
2A 103. There are two major indicators used by 
ZZ investors in appraising the present and future earnings 


23 power and dividend-paying ability of a specific stock. 
24 These are a) yield, b) price:earnings ratio. 

25 104. Yields on investment grade common stocks vary 
26 in a wide range. In general, if a stock rises to the 
27 point where the yield is negligible, it is an 

28 indication that investors believe that the earnings 


29 of the company will grow to an extent that will permit 


30 an increase in the dividend to an amount where the yield 
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1 Will rise to justify the high price of the stock. 

2 Conversely, if the yield on a stock is extraordinarily 
3 high, it is an indication that investors believe the 

4 earnings of the company will decline and necessitate 

5 a reduced dividend, thus reducing the yield on the 

6 Stock to a normal relative level. Many stocks in 

7 Canada are now selling at 20 times earnings to yield 


8 less than 3%; the investor is hoping earnings and 


se) dividends will increase and thus reduce the price: 


10 earnings ratio and increase the yield. 
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PART II 


THE DEMAND FOR EQUITIES 


INFLUENCE OF INSTITUTIONS GENERALLY 


105. The growth in demand for equities over the 
past decade and the increase in holdings of stocks by 
financial institutions in Canada are subject of great 
interest and importance, but for which only limited 
Statistical information is available. The growing 
institutionalization of personal savings has mainly 
resulted from a) the introduction of pension funds 
into most business organizations, b) a strong public 
demand for mutual funds shares, and c) life insurance; 
all generated by the steady increase in personal income 
which has taken place since the Second World War. 
These consumer savings flow into the various 
institutions and are invested by experienced portfolio 
managers. The skill of these experts in arranging the 
investment of such massive amounts of funds has 
contributed greatly to the orderly functioning of the 
market. For this reason, the institutionalization of 
personal savings is in many ways to be welcomed and 
encouraged. The increasing scale of equity purchases 
by these institutions (see Appendix 7) has no doubt 
been caused to some extent by the high rate of economic 
growth and attendant inflationary forces experienced 
in Canada in the post-war period. 


PENSION FUNDS 


106. There has been a very substantial growth in 
pension plan underwriting since the end of the Second 


World War, especially in trusteed and insurance company 
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1 plans, and funds from these sources contribute 
2 importantly to the demand for equities. Certain 
3 changes in the laws governing the investment of these 
4 funds have also been an important factor. The 
5 Amendment to the Act passed in 1956 governing pension 
6 funds in Canada now frees trusteed pension plans from 
7 a previous requirement which limited their investments 
8 to those legal for insurance companies; furthermore, 
9 the ceiling of 15% on the proportion of equities held 
10 was removed at that time. In 1960, the law governing 
11 insurance company annuity underwritings was altered, 
12 with the same limitations being removed. Many 
13 pension funds have adopted a policy of dollar averaging, 
14 and this type of programme has the effect of creating 
15 a Steady demand for equities and giving a certain 
16 amount of stability to price levels. 
17 LO'P. According to the Dominion Bureau of Statistics, 
18 trusteed pension plans of incoporated companies in 
19 1952 held $52 million in Canadian preferred and 
20 common stocks, or 7.2% of the total portfolio. 
21 By 1960, this figure had risen to $239 million, or 
22 11.1%. These figures account for only the trusteed 
23 pension plans of incorporated companies, which, 
24 however, are by far the most important single factor 
25 within the pension group. 
26 108. Appendix 7 illustrates the very rapid growth 
27 in pension plans in Canada during the post-war aside. 
28 
29 
30 
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MUTUAL FUNDS 

109. Mutual Funds have become the greatest source 

of demand for equities amongst all institutional buyers 
in the post-war period. Figures as to the growth of 
these funds are shown in Appendix 8. 

110. The "open-end" funds have been the major 
contributors to the growth of this group, with the 
"closed-end" funds participating only to the extent 

of switching between equities and bonds or raising new 
capital as a result of new financing, both of which to 
date have been relatively unimportant during the period 
reviewed. 

1218 Much has been said about the growing power of 
the mutual funds and pension funds, and the danger of 
the large equity holdings of these groups from the 
Standpoint of being a potential threat to the. 
Stability of the stock market through injudicious 

and untimely buying and selling of large amounts of 
stocks. However, experience shows that these 
organizations are well qualified as investment 

managers and, while their stock purchases and sales 
have an important bearing on market activities, they 
are supervised by experienced fund managers and are not 
the disturbing factor many observers believe them to be. 
The majority of their sizeable purchases and sales are 
dealt with in an orderly manner, and, in the recent 
record market decline in the New verkomapret in May 
1962, instiutional investors were given high praise 

for their market performance. It is well know that 


large and small mutual funds were heavy buyers and that 
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institutions generally played a major role in 
arresting the market decline. We believe that a 


Similar pattern was followed by the funds in Canada. 


N.-R.O. FUNDS 


Lhe. Another important demand for Canadian equities 
developed in 1954 through the establishment of Canadian 
incorporated non-resident swned mutual pe eae (familiarly 
known as N.R.O. Funds), whose shares were primarily 
offered to residents in the United States. These 

funds were designed for U.S. investors in view of 
certain tax advantages which accrued to. them under 
United States tax laws. Up to the present, U.S. holders 
of shares of these N.R.O. funds have received special 
bes ftreatment under U S. laws in view of the fact that 
the natin capital gains are not distributed to 
shareholders, with the result that shareholders only 
become liable for U.S. taxes when they redeem or sell 
their shares. It is now proposed in the United States 
that tax laws be changed so that shareholders of N.R.O. 
funds be taxed on the same basis as shareholders in 
U.S. incorporated mutual funds. For this reason, these 
funds have lost much of their popularity and, through 
net redemptions, some liquidation of their portfolio 
investments has taken place. Furthermore, if this new 
tax basis becomes effective, the advantages of N R.O. 
funds to U.S. investors would be greatly reduced and 
ieee redemptions could present a nig problem to the 
Canadian market as a result of forced liquidation of 
large holdings of Canadian equities. However, it is 


understood that many N.R.O. funds have been building 
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large cash reserves through the sale of equities over 
the past several months in the event that the above- 
mentioned change in tax laws will be made. This should 
be effective in reducing any future selling pressure on 


the market from this source. 


LIFE INSURANCE COMPANIES 


£194 The proportion of assets invested in common 
Stocks by the life insurance companies is very small 
indeed and well below the 15% statutory limit established 
in 1952 under the Canadian British Insurance Companies 
Act. Appendix 9 shows the percentage distribution of 
various categories of life insurance companies' assets. 
It will be noted that the total holdings of Canadian 
preferred and common shares for the year ended 1961 was 
1.5% of investment portfolio. This proportion has 
remained constant for a technical reason due to the 
"valuation risk" rather than due to the true opinion 

of common stocks as long-term investments. If insurance 
legislation respecting the year-end valuation of 
equities on the basis of market value were changed and 
the insurance companies were given greater latitude in 
the selection of their investments, it might encourage 
the placing of a nighabevere ee ee of their assets in 


the form of equities. 
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RELUCTANCE OF CANADIAN INSTITUTIONS 


TQ BUY EQUITIES 


114. It is also true, of course, that, on the other 
Side of the picture, many buyers of securities, 
particularly institutional.buyers, have been reluctant 
to place their funds in common stocks. Legislation 

in Canada pertaining to the employment of funds by 
investment companies, trust companies, etc., has greatly 
restricted equity investment, and, in addition to Cais, 7 
the traditionally conservative attitude of Canadian 
investors has had the effect of limiting participation 
in new or unseasoned issues. 

11m A recent example of the extent to which eguity 
participation has developed in the United States may be 
instanced in the case of the Endowment Fund of Harvard 
University, which, last year, had a value of some $750 
million. Of this amount, 40% was invested in common 
stocks. In some other instances, endowment funds are 
almost fully invested in common stocks, but, in any case, 
the average is very much higher than is the rule in 
Canada. 

Fic: In this country, our banking system is such 
that the banks operate mainly in the short term and to 

a very limited extent in the long term money markets. 
They do not, as a rule, take an active participation in 
eguity investments. The rapid and extensive development 
of the United States in the 19th and early 20th Centuries 
was no doubt assisted by the flexibility and wider 


investment interest of their banking institutions. 
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TRUST COMPANIES 


ee Trust companies have become a very important 
factor in the demand for equities, but, unfortunately, 
complete statistics in this sector are not available. 
Administered funds consisting of estates, trust and 
agency funds make up the greatest proportion of total 
assets under administration, as may be seen from the 
following table: 


Total Assets Under Administration 


By Members of Trust Companies Association of Canada 


1961 1960 Change 
$ $ % 
Company funds 185 ,630,930 + 16.5 
Ordinary deposits 612,144 ,007 $2 +5 
Guaranteed invest. ; 
certificates 797,711,248 +17.5 
Interest due and 
accrued 9,125,312 + 80.7 


Estates, trusts and 


agency funds8,142,835,374 7,390,429,637 +10.2 
Total 9,747,446,871 8,696,218,888 +12.1 


Operating Resylts 


Income 80,681 ,065 70,474,543 +14.5 
Expenditure 59,229,283 52,974 379 3411.8 
Gross profit before 

inc. taxes 21,451, 782 Vis500164 +22.6 
Net profit after 

inc. taxes 11,874,105 10, OF Uy7i7G ead 


Source: The Financial Post, June 2, 1962. 


1G, Of the total assets under administration, 
estates, trusts and agency funds represent 

$8 ,142,835,374 and, although no break-down of this 
figure is available, undoubtedly a large proportion 
of this amount is invested in equities. The 
proportion of the remainder of trust company assets 
which are invested in equities is very modest and has 


shown very little trend in recent years. From the 


= : ri a sucht Ae 
- y sity VN. 


sor A | andl 
\ QaIMAIMOD TeUAT ~ 
| tiupa ve ot 
areeeaet V19V 8 Smcosd seven aetneqmco daunt wy £f 


—Vistsnutactay ,.tud ethieatte a tc't baismeb cael ef cdot 
-eldelisve tcn eis totosa etd nt eoltetta’e peering 
bons geutt ,@esteteae toc anitetanco ebnut iaesahebincn lah 
{s3ict te nclixcacsg teetsevs edd qu on em ebnut ‘nme 
siv mert meee sd yem iis ins Mencia rebnu atsees 
:eldset anitwelict 


.. fettertetaimbA reboU ateseA IetcT 


abens) tec ncitetocazA eoetnsgmcd tauyT tc eredmemM Ya 


ran sci ode f LOeL 
R cH & 
2.0L + O€0, 060, a8L about yoeqmcd 
€.SE + YOO, #44, S90 attecqsb yrentby0 
-teeval bestnersud 
e.Vf + Sts. LIF. FYeY eetsottii1eo 
bae sub tesretnl 
y.08 + SIé,aSI,0 beutoos 


bos eteaunt .estseted 
S.0f+ YEO, eSk#.oec. 7 AVT.ag8, SHL,8ebnut yoness 


I.Si+ 888, 8169,00e0,8 r78.d0¢4.s#y,0 § Letet 


ativeeH soitaraqd 


eo br+ ehe ATH OF 200, 188, 08 smconl 
S.fi4 eye, tye, se &€8S, 08S, 0a sit Lboeqxd 
sicted gitciq aecxd 

O.SS+ #dL,00@. TL S8Y - fee. 6s eexet wont 
telte diiorq tev 

S.8f£4 BYTetO. 04 COL. BY8 If aexst .ont 


-SOCL .S smvL .tacd [stonsntl saT :s0nuce 


Aiclisiteinimbs rebou ateees Isic? sat t0 BLE 
| tneeetqet about yonees bos ateutd ~eatgia2s 
aids te aweb-Neetd co dguedtia .bne AVE, 2&8. Shr, 8 

iclinrcacrgq szrel 6 eibetdueban .eldslisve at srugtt 

eit .astilupe ni betasvat et ¢gnucms atnt %c) 
éteses yasqmco danas ‘tc tebotsme x sent ni nic biacqerq 
ae bis tesbem yrev ek estitupes nt bataevat ets dotdw 


a edd mera -atesy tnece: nt boss sltstl yxsv owede 
=~" i 
U 


29 


30 


Nether ut & Y, wig 
Toronto, Ontarii Re BS 


figures shown in the chart below, it will be seen that 
the demand from this latter source is of relatively 


little importance 
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Source: The Financial Post, 

June 2, 1962. 
119. There is a paucity of statistical 
information available as to the investment of funds 
administered by Trust Companies, and it might be 
helpful if more information could be made available 


econeerning such investments. 
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1 NON-RESIDENTS 


2 120. Since the end of the Second World War, a 
3 very Substantial flow of foreign funds has been placed 
4 in equities in Canada, both in direct and portfolio 

5 investment. Direct foreign investment in Canada has 

6 largely been in our natural resource and manufacturing 
7 industries. Without this large foreign participation, 


8 it is doubtful if the expansion in our economy could hav 


9 taken place to the extent that it has. Portfolio 
10 investment in the post-war years has also been 
11 substantial, especially by U. S. investors. Investors 


12 in the United Kingdom and on the Continent also made 


13 substantial purchases of Canadian stocks, but, in recent 
14 years, the demand has dropped considerably and is 

15 currently resulting in a net outflow of funds. This 

16 may be attributed to several factors such as the 


17 floating rate on the Canadian dollar which existed 


18 until recently, withholding taxes imposed on non-resident 
19 holders of Canadian securities and the fear of 
20 Government expropriations of certain public utilities. 


21)/ Figures for 1962 on the ebb and flow of security 
22 transactions with non-residents are not available, but 


23 it would seem evident that the demand for equities by 


‘ 
24 non-residents from all sources is now running at a 


25 net debit and has resulted ina large withdrawal of 


26 funds from Canada. 
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A. 105 
Terente, Ontario 
1 Teac The following table shows that, up to the 
2 end of 1961, there was on balance an inflow of funds 
3 from international transactions in Canadian stocks, 


4 but we believe that, in 1962 to date, this trend has 


5 been reversed: 

6 Security Transactions Between Canada and Other 
Countries 

7| Net Sales (+) 1954 1955 1956 1957 1958 1959.1960 1961 


or Purchases (-) 


anadian Securities (Millions of dollars) 


ades in outstanding 


; Stocks +129 +138 +188 +137 +88 +110 +49 +40 
0 
11 Net Sales of Outstanding Canadian Stocks to 
Non-Residents 
12 (Millions of dollars) 
1B Quarter Total United States Other Countries 
1960 IQ 13 5 8 
14 II,Q 24 22 2 
lil @ 10 14 - 4 
15 IV Q a i) mel1 
16|| 1961 IQ 13 21 - 8 
Lie De 4S rol 
17 III @Q - 22 ~ 22 
IV Q Ti De ad Oe 
18 
19 L2lb, Since the above was written, the D.B.S. has 
20 issued figures indicating that., in the first five months 


21 of 1962, there was a net capital outflow of $88 million 
22 from trades in all outstanding securities, compared with 
23 a capital inflow of almost the same size in the same 
24 period last year. In May alone, foreigners sold to 
25 Canadians a net of $15,300,000 in Canadian stocks - the 


26 largest monthly re-purchase balance since the Second 


27 World War. 
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CONCLUSIONS 
122. Statistics are not. available which provide 


a break-down of the proportion of stock business 
accounted for by each of the main classes of financial 
institutions such as pension funds, mutual funds and 
trust and life insurance companies. However, in a 1962 
publication, the New York Stock Exchange FACT BOOK, 
institutions and intermediaries for the first time in 
eleven studies accounted for approximately 25% of the 
Share volume on the New York Stock Exchange in September 
1961, while slightly more than 50% was accounted for by 
transactions of public individuals. 

L253 While no comparable statistics are available 
for the Toronto Stock Exchange, we believe that much the 
Same pattern applies and, of total share volume, the 
individual investor still accounts for the greatest 
proportion. 

124, The Stock Exchange sees no reason to 
recommend a change at the present time in the investment 
activities of Pension and Mutual Funds; however, the 
Exchange is concerned about the lack of adequate 
supervision, control and training of salesmen for 

Mutual Funds. It is hoped that the Funds or their 
Association will take early steps to correct this 


weakness and so raise the standard of their selling 


organizations. 
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124a. The Toronto Stock Exchange believes that it is 
desirable for Canadian stock ownership to be broadened, 
and that a downward revision of the present tax structure 
is necessary to strengthen the economy and encourage new 
investment in Canada. The importance of foreign capital 
in contributing to Canada's post-war development cannot 


be overlooked, and, if the country's development is to 


continue at an appropriate rate, foreign capital in large 
amounts will continue to be a necessary requirement. 

To assure that it will be available, confidence in the 
future of Canada and its monetary and fiscal policies 
must be restored and maintained. 

NON-FINANCIAL CORPORATION 

125. Unfortunately, statistics to indicate the 

extent of the demand for stocks by non-financial 
corporations are non-existent. As a result, any 
observations of activity in this area can only be based 
on the general experience of Exchange members, which 
indicates that, with certain exceptions, these 
corporations are not stock buyers. 

126. Among the exceptions are certain industrial 
companies which, for a number of reasons, have become 
partly "investment trusts" in character. However, such 
companies are not under pressure to invest a regular flow 
of funds, nor are they exposed to redemption of their 
share capital and accompanying involuntary liquidation 

of portfolio investments, as is the het with ree er | 
127. Other exceptions are found among a number of 
mining and oil companies whose reserves have become 


partly or wholly depleted. To offset the effect of this 
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1 depletion, excess funds are invested in the shares of 

2 other companies, usually of those engaged in the same 

3| field. Share acquisitions of this kind are sometimes 

4 made on the basis of holding for the long term, but, 

5 in other cases, these companies do a considerable amount 
6| of trading, although not enough to have a real effect on 


7 the demand side of the market. 


8] 128. Companies which invest in share of other 

gy companies engaged ina line of activity that has some 
10|| direct bearing or influence on their own field of busines 
11 are also exceptions to the rule. Examples of share 

12|| investments in this category are the investments which 
13] a number of major oil companies have in the share 

14| capital of crude oil pipelines. In addition to being 
15] associated with each other through share holdings, it 
16|| will often be found that other contractual relations exist, 
17 such as through-put agreements in the case of the above 
18 example. A company may also invest in the shares of 

19] another company which is an important supplier or an 

20|| important customer. This is done to protect the source 
21) of supply of raw materials or the sutlet for finished 
22|| products. Share investments made by companies for the 
23| foregoing reasons tend to be of a long term nature and 
therefore contribute little to stock market activity. 
129. Another example of share investing by non- 
financial corporations is the case of some family-owned 
or controlled corporations. Being sea tea pniseceas 
to suit the requirements of major shareholders, they 
tend to follow a policy of building up equity interest 


by investing earnings in share of other companies rather 
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than paying out liberal dividends which would be 
taxable in the hands of the individual shareholders. 

In effect, such companies operate partly as individual 
investment trusts, with investment policy being geared 
more to the investment objectives of the major share- 
holders rather than to the needs of the corporation. 

In the fixed income section of the portfolio, emphasis 
would be placed on owning preferred share rather than 
bonds and debentures, since dividend income is not 
taxable income in the hands of the corporation, whereas 
interest income would be. It is thought that there are 
relatively few companies in this category in Canada, 

so that their impact on stock market activity is likely 
to be relatively small. 


INVESTMENT ACCOUNTS OF PROVINCIAL 
AND MUNICIPAL GOVERNMENTS 


Pos With one exception, provincial governments 
are precluded by statutory requirements from investing 
the funds of their various controlled accounts pe 
preferred and common stocks. Each province has its 
own governing Act in this regard, such as "The 
Financial Administration Act" of the Province of 
Ontario and "The Department of Finance Act" of the 
Province of Quebec. The one exception is the Province 
of Nova Scotia, which recently passed "The Provincial 
Act of 1962 Bill Number 5"; under this Act, provision 
is made to allow such government accounts in that 
province as Pension Fund,Workmen's Compensation and 
Teachers’ Superannuation to purchase either preferred 
or common stocks up to 20% of the total portfolio 


provided that not more than 40% of the total is invested 
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in corporation securities of all types. In view of the 
fact that this Act has just come into being, it is too 
soon to assess the effect it might have. on the invest- 
ment policies of the government accounts affected. 

Bs Municipal governments are restricted by 
provincial legislation to investing their funds in 
So-called "trustee investments", which generally means 
federal, provincial and municipal government securities. 
In Ontario, the governing Act is the "Municipal Act" 
with Section 12 (2) applying to Hewett Funds and | 
Section 5325 applying to Sinking Funds. These various 
provincial Acts and the regulations thereunder have 
been in force for a good many years este asicfar as is 
known to the Toronto Stock Exchange, no changes are 
presently contemplated ts permit municipalities to 
invest their funds in preferred and common shares. 

Le. In view of the foregoing limitations, 
investment action by provincial and municipal 


government accounts have no influence on the stock market 


INFLUENCE OF TAXATION ON DEMAND 


>. The incidence of taxation in Canada on 
corporate and individual taxpayers has an important 
bearing on the investment decisions of individual 
investors. At the present time, income earned by a 
limited company is subject to the following taxes, all 
of which are payable by the corporation: 
(1) A federal income tax of - 
(a) 18% of the taxable income, if the 
amount of such income does not 


exceed $35,000, 
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(bo) 47% of the amount of taxable income 
in excess of $35,000. 

(2) A federal old age security tax of 3% 
of the taxable income. 

(3) A provineial income tax is presently 
imposed by the Provinces of Quebec and 
Ontario upon the profits of companies 
doing business therein. The rate of 
tax imposed by Quebec is 12%, while 
Ontario imposed a tax of 11%. 

A credit of 9% may be now deducted from 
the federal tax in respect of these 
provincial income taxes in 1962 ana 


subsequent years. 


DOUBLE TAXATION 


1p 4". It has been one of the fundamental principles 
of Canadian taxation policy for many years to subject 
profits earned by limited companies to double taxation. 
The profits are first taxed at the above rates in the 
year in which they are earned by the company. The 
balance of such profits is then subject with certain 
exceptions to second taxation in the hands of share- 
holders when distributed to them as dividends, or in 
other forms which are held to be the equivalent of 
dividends for purposes of the Income Tax Act. Dividend 
income in the hands of individuals are taxed on cawmmnats 
of a graduated scale of rates according to their level 
of taxable income. In general, dividend income received 


by a Canadian company from other corporations is not 
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Subject to corporate income taxes in the hands of the 
receiving company. 

EXCEPTIONS OR MODIFICATIONS 

1guie Several exceptions and modificatians of this 
general rule of double taxation have developed over the 
years, such as the fact that special rates of taxation 
are imposed upon certain types of companies ‘such as 
investment companies, non-resident owned investment 
corporations, foreign business corporations, personal 
corporations and others. Provision is made in the 
Income Tax Act for companies to pay a special 15% 

tax upon earned surplus accumulated tt. a certain date 
and so enable their shareholders .to be — of tax when 
this surplus is ultimately distributed in senna © ways. 
It is also possible to reduce re Ean payable to not 
more than 20% of the earned surplus through the use of 
a "trader company” or a tax-exempt organization as an 
intermediary. 

146. Apart from these exceptions and modifications, 
however, the general rule of double taxation of 
corporation earnings still applies to the vast majority 
of corporations and their shareholders. The result of 
this double taxation is to impose a heavy burden of 
taxation upon the income earned by limited companies 
and their shareowners. 


DIVIDEND TAX CREDIT 
Bye T> relieve this burden of taxation to some 
extent as far as shareowners are concerned, special 


provisions exist which provide that individual Canadian 


taxpayers who receive dividends from Canadian companies 
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which are taxable in Canada are permitted to deduct, 
from the taxes payable by them on such dividends, 20% of 
the Canadian dividends received. This 20% dividend tax 
credit arrangement is unique to Canada and, together with 
the fact that stock market profits made by Canadian 
shareholders are not subject to a capital gains tax as 
is the case in certain other countries, has contributed 
to a greater demand for preferred and common shares in 
Canada relative to other forms of investment than might 
otherwise be the case. 

18s. From the standpoint of the individual . 
investor, the 20% dividend tax credit has meant that 
investment in preferred and common shares is often 2 
much more attractive than interest-bearing securities, 
depending upon the taxable income bracket of the 
individual. This is indicated by the following 
tabulation, which shows the yield which must be earned 
by an interest-bearing investment in order to equal in 
the hands of the recipient, after taxes, a net tax. 
paid yield of 4.50% and 5.00%, respectively, from 


shares in taxable Canadian corporations: 
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Taxable Income Bracket 1961 Yield on interest-bearing 


Tax securities required to 
Rate equal net tax paid yield 
from shares of 4.50% and 


| 5% respectively. 


4.50 .00 

$ 5,000 -$ 6,000 22% 5.65% 6 .28¢ 
6,000 - 8,000 26 ary el 6,35 
8,000 - 10,000 30 5.78 6.42 
10,000 - 12,000 35 5.88 6.53 
12,000 - 15,000 40 6.00 6.66 
15,000 - 25,000 45 als 6.52 
25,000 - 40,000 50 . 6.30 7.00 
40,000 - 60,000 oe 6.50 7.22 
60,000 - 90,000 60 Re is (Ps® 
90,000 - 125,000 65 es yi 7 85 
125,000 - 225,000 70 7250 eB 
225,000 - 400,000 ibe 8.10 9.00 
Over $400,000 80 9.00 10.00 
Note: The foregoing calculations are based on 


the premise that income from the intended 
investment will be additional income 
attracting income tax at the rate 
applicable to the investor's highest 


taxable income bracket. 


INSTITUTIONAL INVESTORS NOT BENEFITED 


While the 20% dividend tax credit has 


benefited the individual taxpayers, it has not provided 
any advantages to institutional and other investors who 
are not subject to taxation on investment income. Such 
investors, for example, find preferred shares less 


attractive than bonds for the fixed income portion of 
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their portfolio in view of theeffect which the 20% 
dividend tax credit has had in lowering the yields 


obtainable from this type of investment. 


INFLUENCE OF TAXATION ON RISK FINANCING. 


14. The influences of taxation on investment 
decisions are myriad and affect both the demand and 
supply side of the market. The first and most. obvious 
influence is that taxation of any kind serves to divert 
funds from the private channels of the economy tod 
Support of government activities. The progressive 
Structure of the tax rates, especially in personal tax 
rates and estates tax rates by which those with the 
highest incomes and largest estates pay taxes at the 
highest rates, has been an important factor in sharply 
restricting the ability of individuals or small groups 
of individuals to amass funds with which to finance 
major business ventures. Taxation, both of individuals 
and corporation, is often said to impair incentives to 
undertake desirable and necessary, albeit risky and 
arduous, programmes. 

141. The technical provisions of the taxation 
legislation have important effects. The fact that 
bond interest payments are deductible by corporations 
as expenses in computing income for tax purpose, while 
dividend payments are not, has obviously been a very 
important consideration in those many cases in which 
corporations have chosen to raise pee ee Ery through 
bond issues rather than stock issues. The 20% tax 


credit on dividends has worked in the opposite direction. 
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The absence of a tax on capital gains, coupled with the 
progressive nature of personal income tax rates, has 
led investors, particularly those in high income tax 
brackets, to seek out situations in the stock market 
that offer prospects of capital gain in preference to 
regular income. 

142. The Toronto Stock Exchange believes that the 
entire taxation structure in Canada should be the 
Subject of government review in which every BE REET OE 
is given to reducing the burden of taxation now imposed 
on corporate or individual taxpayers OR to designing a 
new formula for taxation which would tend to encourage 
corporate financing through stock issues rather than 


by bond issues. 
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PART III 


THE SUPPLY OF EQUITIES 


AVAILABLE ON THE T.S.E. 


143. A broader cross-section of equities made 
available to investors would be of advantage to Canada. 
The Toronto Stock Exchange now provides facilities for 
trading a large number of equities representing a 
Substantial value. At.the end of 1961, there were 
1,117 stocks listed, with a market value of 
$01,075,005,5835. Itis Screened that the market 
values represent some shares which are closely held and 
not sores be available for trading, but, during the 
year 1961, 719,320,976 shares traded with a total 

value of some $2,526,349,869 (Appendix 10). During 

the first six months of 1962, 408,540,614 shares traded 


with a, totals value,af $1,185 7.783009, 


MORE VARIETY REQUIRED 


144. During recent years, there has been a 
reasonably steady increment of equities through new 
issues (see Appendices 1l and 12). These have 

covered a fairly wide field of: enterprise, but a broader 
eross-section of Canadian securities would not only 
enable Canadians to participate more widely in 
business in Canada, but would also invite capital 
portfolio investments from other parts of the world. 
To this end, the Exchange is constantly encouraging. 
additional qualified listings. It is appreciated that 
the geography of Canada and our relatively small 


population preclude complete representation in such 


_ oo te sinwin® yy wn: ‘ 
i _— a ] 
mn (> 9 ay te Cie TRAD Sadia lc sotette. ont? .; a 


 CaTIIUOF FO YIGWS BHT =. tecgracna 


.1.8.T GHP WO RIGAITAVA 


eoem esliiups Ic nckioee-eecrt9 aeligetd A “Ew 
abaced ct oxasvaurbe te sd blucw arctesvat ci eldaitevs 
ict aetiiftost asbiverq wen sgnsdoxd wocse cdnexcl edT 
& goitnszetqst eestitups tc tedmua sarsel s anibsrt 

erew stedd -f0@L tc bane eld. 3A .ontev Letinstedue 

te eulev Jexism s ditw .betatl avocte Sil. £ 

geXxyam sdt tect Ustitcutees at ti .&82@,.c00,€f0, £d¢ 

Oos ble yfsectlo sis dotdw aesraede emcea tnsesrqet eeul sv 
edd gnitvub .tud .yntbert act efdsiteavs ad oP cease jon 
fsicd 6 dtiw bebsit aerede OSC.OSE. CLS . LCI agey 
antuud .(OL xtbreqqA) Cd8,e%8.dS28,S% smce te oulev 
bebsi3 eeisde €£10,08@,808 SACL Yc eddncm xte dant? edd 


C00, 877, 2c8i.1é tc sutev Isic? s ddtw 


GHAHlLUPEAR YTALAAV AAOM 


8 Need asd etedt .atssy tneocsy gninud any 

wen dgueydd asttiups te tnemeront yosete yidsncesay 
eved szendT .(Si bos If asotbneqaga se2) asuaet 

‘ebecid 8 dud ,.satraireine tc blatt sbtw Yitist s betevco 
Yine ten blucw settinuose nethensd Yc nc LJoea-ezacts 

at yfebiw sicm stsatotixeg ct anstbensd sldsnies 

fstiqso siivnt cais DLucw tud ,.sbaned nt ezenteud 
ebitcw odd te atrsq seddidc mci atnemteaevat clietireg 
entgsiveone ylinstenco et exynsdoxd sd ~bne atid? cf 
ted? betstosxqqs et 31 (segnivers befttifseup L[anctttbbs 
ifsme yloevitesler twc bas sbened te ydgergces sz 


dove ni nctisinezerqes stefamco ebulostq octteluqeg 
7 


Nethercut & Young 
Terento, Ontarie ie 118 


industries as aircraft, chemicals, electronics, 
railways, etc., but there are other fields which could 
have more complete representation. In truck and motor 
car production, for instance, only one Canadian producer 
has its shares listed and, of its outstanding capital 
stock, some 75% is owned by the American parent. There 
are about five other American-owned producers whose 
vehicles are manufactured or assembled by Canadian 
Subsidiaries, none of whose Canadian equities are 
available for purchase. Similar situations apply with 
respect to many major industrial classifications. 


PARTICIPATION IN FOREIGN-OWNED 


SUBSIDIARIES OPERATING IN CANADA 


145. There has been considerable public 
discussion in Canada concerning the inability of 
Canadians to buy equities in Canadian subsidiaries of 
foreign-owned corporations. In the post-war boom, the 
Canadian economy was expanding at a greatly accelerated 
rate to satisfy the pent-up world demand for Canadian 
goods. The expansion which took place would not have 
been accomplished without the help of tremendous amounts 
of foreign capital, and, during this expansion period, 
Canadians welcomed this help in whatever form it. chose 
to take (Appendix 13 indicates the amount and type of 
foreign investment as at 31 Dec. 1959). 

146. Today, with this period of accelerated 
expansion behind us, we should not fail to remember » 
that foreign capital, particularly American capital, was 
very helpful during this time and may be so again in 


the future. We are of the opinion that an increase in 
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the supply of equities of Canadian subsidiaries of 
foreign-owned corporations should be encouraged in ways 
which will be beneficial both to the corporations 
concerned and to the Canadian investors. Care must 

be taken to ensure that any encouragement or induce- 
ment to increase supply of equities from this source 

by abiinbaibdose action is not interpreted as punitive 
and thus results in impeding the flow of capital into 
Canada. From the standpoint of the Toronto Stock 
Exchange, there would be, of course, a distinct 
advantage in having Canadian participation in foreign- 
owned Canadian corporations, since members of the 
Exchange would have a wider range of shares in which 

to trade. However, the Exchange believes that the 
apparent immediate benefit would be outweighed by 
other considerations if this were in any way forced 
upon the corporations concerned. 

147. From the point of view of the PR ens. 
corporation, there appear to be two principal advantages 
to Canadian participation in the equities of its 
Canadian operation. The first is in the field.of 
public relations. It would be good business to have 

a partial Canadian ownership of companies doing business 
in Canada. This would strengthen our ties with the 
foreign corporations which see fit to spend many 
millions of dollars in Canada in plant and equipment, 
ager producing employment for Canadians. The sic le 


advantage, particularly in the field of consumer goods, 


would be that the owner of shares in a company is 


favourably inclined to purchase the goods of such 
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company and, the more Canadian shareholders there are 

in this type of company, the more potential 

customers there are for the company's goods. Tege 
advantages are not always present, but, when they are 
not, other advantages must be available to encourage 
financing in Canada. 

INFLATION DISCOURAGES EQUITY FINANCING 

149. One point that has mitigated equity 
financing since the Second World War has been inflation. 
It has been attractive ts borrow funds for a stated 
period with some certainty that the repayment date 

would find the currency with a reduced purchasing power. 
STUDY OF INCENTIVES NEEDED 

150. The Toronto Stock Exchange believes that 

it is important to maintain the flow of funds for 
capital investment and that this can best be accomplished 
through incentives, but the Exchange also believes that 
great care must be taken to provide the right kind of 
incentives and that there is not now available adequate 
information to enable a categorical recommendation. 
Accordingly, the Exchange recommends that a proper study 
be made of incentives, to include tax incentives, 
designed to encourage the distribution and ownership of 
equities by all types of investors in Canada. 

151. For example, the 20% tax credit does not 
extend to the large pools of institutional money, since 
ise insurance companies and pension funds, as well as 
others, are non-taxable. However, since these organ- 
izations represent the savings 35f millions of Canadians, 


there should be some incentive which would make the 
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purchase of Canadian equities attractive to them. This 
would broaden considerably the market for Canadian 
eguities and also assist in maintaining control of 
Canadian operations in Canada. 

SHARE SPLITS 

1S14A)2 (a) The Toronto Stock Exchange, either 
directly or through some of its members, has been 
urging listed companies to "split" their shares in 

order to keep their price at or below $20.00 per share. 
A number of companies have taken such action. 

(bo) A survey made by one of the Exchange 
members in late 1959 of 1,000 of his clients disclosed th 
following information: 

(i) At price levels of $75.00 and up, only 

23% of small investors ($1,000 to $5,000 range) 
are interested in buying “blue chips"; 

(ii) But if "blue chips" were split and offered 
at $10.00 per share, 62% of small investors ~ 
would prefer to own them instead of bonds, 
junior industrials or speculative issues. 
Abtlity to buy vsard Tots *is ‘# major Tac tvor 

in the small investor's interest in this class 
of security; 

(iii) In a "breaking" market, 48% of small 
investors would support the market for the 
"blue chips" if they were being traded in the 
$10.00 range, but, at the higher levels, me, 


41% would buy as prices went down; 
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(iv) 80% of small investors show a preference 
for the products and services offered by a 
company in which they own shares; 

(v) 84% of small-.investors show a preference 
for ownership of stock in companies which 
would issue quarterly financial reports over 
those which would not; 

(c) An example of the effect of a stock split 
on the number of shareholders in a company may be seen 
in Dominion Stores Ltd. In the ten years from 1950 
to 1961, the number of shareholders increased OnLy 
from 5,500 ta 3,700, ive, 22S. ~Bay in 10cl. the 
stock was split 5 for 1 and, within a year, the 
number of shareholders increased from 4,700 to 8,550 = 
131%. 

(d) It is suggested that the Bank Act be 
amended to permit banks ta have their shares of 
nominal or of no par value and thus permit them from 
time to time to split their shares. It would probably 
be helpful, also, in this respect.if the Commission 
would indicate the advantages(if they agree there are 
advantages) to the companies and to the public in 
having shares divided from time to time to permit them 
to sell in the range of $20.00 or less. If is 
interesting to note a comparison between British and 


Canadian banks which was made in 1960: 
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British Banks 


Barclays 
Midland 
Lloyds 
Westminster 


National Provincial 


Canadian Banks 


Royal 
Montreal 
Commerce 
Nova Scotia 


Toronto-Dominion 


Price 


Cdn.$ 


8 '/g 
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9 1/, 
8 joy 


12 hy, 


19 7/5 
55 
aide 
70 ?/y 
55 


Number of 
Shareholders 


61,000 
65,000 
66,000 
50,000 


42,000 


22,200 
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20,400 

9,400 
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Market Value 
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Shareholdin 


Cdn.$ 
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TRADING FACILITIES AND PROCEDURES 


GENERAL 


152. The trading facilities provided by the 
Exchange in terms of plant and equipment are the equal 
of any stock exchange of which we have knowledge. The 
present building, erected in 1937, had installed in it 

a quotation enquiry system which has attracted world- 
Wide interest. It is only in recent years, for example, 
that comparable systems have been devised for the New 
York Stock Exchange. The trading floor, of 8,500 square 
feet, provides facilities at nine trading posts for 590 
more actively traded stocks and at three "inactive" 
posts for an additional 527 less actively traded issues. 
Trading activity in terms of the work to be processed 

on the floor and in subsequent recording and clearing 
operations can best be measured by the number of 
transactions executed during the course of a business 
day, and the present facilities have proven capable of 


adequately handling some 21,500 daily transactions. 


TICKERS 


Lay « One exception to adequacy of service is 
perhaps in the tickers. While the ticker system, with 
411 tickers running in 76 towns and cities in Canada 
and 5 cities in the United States, is well distributed 
(see Appendix 18 for list and cost), the speed of 
present-day tickers is such that they cannot keep pace 
yan pbak market activity. A new type of ticker is now 
in course of development and the Toronto Stock Exchange 


hopes that, in the not distant future, this improved 


service will be available to its members. 


7 : * af 
oe ; 7 wt rs D 35! on * i ef s ie 
haa; - | nee 


, swt rr my) : Ne 


eEAHUGSQO#F GUA CHITIIIOAL OUICAAT 


JAAHSUGD 

edt yd bebivenq eettiftost sntber? eT Sar 

faups st ets tnemqtups bone tnsiq tc amret ot sgnsdoxd 
edt .segbelwcnd eved sw cotdw te sansioxe Nocte yas te 
di nt bef{etant bed .TEel nt betoets .antbltud tneaeiq 
~biicw betositis aad dotdw meteye ywriupns netistcup ¢ 
.9lqmaxe tcl ,ersey tneoet ni ylac ak tT testsini obiw 
wot sAt vel beatveb nesd sved emsvaya osfidaersqmco teriz 
etsupa 002.8 tc .acclt gctbert sat -oxnetoxd Noctea Narcy 
ORe tct etacq yntbert ontn ts eotititos? asbiverq .3sst . 
“evitosni" sexdd ts bos anvocte bobsett ylavitos excm 
-Beueael bsbert ylevidos easel FSA LIssctiibbs ne tcl atecq 
beaasocxg ed ct Neow seit to amret nt YWivitos anibsarT 
giivesflo dns gntbicoet tmeupeadue nt bae rect on: nc 

tc sedmun odd yd beruesem od toad nso ancitsisqe 
eesnteuc 6 tc satco ert antrub botuoaxe ancitosensat 

te sidsqso neverq ever astiif ton tnses%q said bone .xyeb 
-encitosensid ylisb O0@, IS emce antibnoasri Ylsd supsbs 
CAAAOTT 

ef soivase tc yosupebs c3 nctiqeoxs snd Cel 

adiw .meteye sevxorts srt oftaw -2%exott edt ot aqsdreg 
sbens) ot asttio bas anwet dV ot soionuy wha fr 
betudintetb Ifew et .aedet2 betinU ond nt esidto @ bas 
tc beege srid (taco bos tetf£l act 8f xibasqqA see) 

908d gsen donnso yeds ted? dove at eredot? ¥sb-tneae 1d 


won at tevott te eqyt wen A “Wividos texrem Nesq Atiw 


— Noctea ctncrceT edt bone tnemgqcisveb tc serves nt 


= 


sta : i = 
a -etedmem att et sideftsvs sd [tw sotvrea , me 


vr | vo 


— -Pevengqm: etdd pemdut dnedath Yon odd ot ted? eeqed |e 


28 


30 


Nethercut & Young A 126 


Terento, Ontario 

QUOTATION SYSTEM 

154. The dial quotation system provides for 
quotations to be printed out in subscribers' offices 
(in Toronto only) on some 590 listed issues within 
from 7 to 30 seconds of the time of dialling. The 
System has handled up to 75,000 enquiries on peak days. 
It is supplemented by a telephone enquiry system for 
the balance of the list. 

155. In the past two or three years, a number of 
Quote systems using electronic apparatus have been 
developed, and, at the present time, the Toronto Stock 
Exchange is actively considering the installation of 
such a system. This will give instantaneous quotations 
and other information throughout North Americaon all 
stocks listed on the Toronts board. It is expected 
that such a service will require a capital expenditure 
of close to a million dollars and will take almost two 
years to design and instal. 

156... Another quotation system now available to 
members in Toronto. is the “teleregister board". This 
is a console type of equipment which displays the, last 
"hig" and "ask" on up to sixty selected stocks. The 
broker who has this board in his office will select, 

of course, the sixty stocks in which his clients are 
most interested. As the prices of these sixty stocks 
change on the big automatic board in the Exchange, they 


are at the same time automatically changed on the console 


in the brokers' office. 
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DATA PROCESSING 


157. The use of modern communications and data 
processing equipment in the operation of the Exchange 
is also a constant study. The most promising areas 
for the advantageous use of such equipment appears to 
be in the processing of information, commeneing at the 
point when a trade. is made between two traders on the 
floor. Although speculative opinions have been given 
that the human element in the trading process might 

be eliminated altogether, this does not appear to be 

a possibility that need he taken into account in 


present planning. 


CENTRAL DEPOSITORY 


158. Studies are also being made on the feasibility 
and practicability of establishing a central depository 
for share certificates. This is an established practice 
in some European countries (France and Germany) and may 
well be capable of operating in Canada. Such an 
organization would probably be quite separate and apart 
from the Stock Exchange, but the Exchange and other 
financial institutions would certainly be involved in 


its operation. 


BROKER'S RESPONSIBILITY IN TRANSACTIONS 


159. When a member of the Toronto Stock Exchange is 
given an order by a client to buy or sell stock, there 
can be considered to be an unwritten contract between 

the pare parties. On the one hand, the customer under- 
takes to buy (or sell) a specified number of share of a 


given stock at the market or at a stated price. On the 


other hand, the member undertakes to use his best efforts 
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for the customer in carrying out the transaction. 

Since the broker is a member of the Toronto Stock 
Exchange, which has a constitution, by-laws and settled 
modes of procedure, he, in carrying out the transaction, 
agrees to proceed in accordance with the by-laws and 
rules of the Exchange, and to execute the order with 
diligence and care. 

METHOD OF EXECUTING AN ORDER 

160. Orders to purchase or sell stock are normally 
placed either by telephone or by customers actually in 
the broker's office, or by mail or telegraph. Assume an 
investor in Fort William wishes to purchase 100 shares on 
Bell Telephone at $52. He telephones his salesman, who 
is likely a representative of a national brokerage or 
investment house maintaining a small branch office in 
Fort William. The salesman will at once forward the 
order to the head office of his company in Toronto by 
Girect wire. A ticket for the order is made out by 

the firm's traders on the stock trading desk in the 
Toronto office. The traders in the office then relay 
the order by direct private telephone to the company's 
order clerk in the firm's booth on the edge of the 
trading floor of the Toronto, Stock Exchange. The order 
clerk then gives the order to the firm's floor trader. 


TRADING "POSTS" 


ieee On the Toronto Stock Exchange, there are 
trading posts or locations. To each postis allatted 
a certain number of securities. Trading in these 


stocks must take place around these posts. In order 


to avoid congestion at any particular post, the most 
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active stocks are, as far as possible, posted for 
trading in different sections. All transactions and 
markets on the floor are made by open sutery of bids 

and offers. This is done to attract the attention of 
all traders who may be at that time busy dealing in 
other stocks at a different post. The moment a trader 
hears the stock called by another trader, all he has 

to do is go to that post and see if any of the bids or 
offers are meeting his order. 

THE SEQUENCE IN A TRADE 

162. The floor trader will therefore go to the 

post where Bell Telephone is traded and complete the 
transaction. The particulars of the trade are recorded 
on a floor ticket, which forms a permanent record of the 
transaction and is instantly transmitted to the ticker 
room, where the information is broadeast to all parts 

of the country over the ticker tape. As soon as the 
floor trader has completed the purchase of the 100 shares 
of Bell Telephone at $52, he informs his firm's phone 
clerk in the booth at the edge of the floor, who phones 
the details to the trading room of the firm's Toronto 
office. The order is then completed and the customers' 
man in Fort William is informed by private wire that 

the order has been executed. The customers’ man will 
then phone his client. An official confirmation of the 
transaction will be mailed to the client that same night 
‘a iienelvld: the Toronto or Fort William office, depending 


upon the practice of the particular member organization. 
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TRADING RULES AND REGULATIONS 
163. The Toronto Stock Exchange has developed 


very strict rules with regard to trading procedures and 
With regard to ethical standards of the members and 
member houses. Every effort has been made, and will 
continue to be made, to protect the interests of the 
buyer or seller of securities. Attorneys or floor clerks 
of the member firms are subject to a maximum fine of 
$500, or suspension or expulsion from the trading floor, 
for any infractions of these rules and regulations. 
These rules follow the American rather than the British 
practice, with the important difference that Toronto 
has neither specialists nor odd-lot dealers. In the 
ease of the London Stock Exchange, transactions are 
completed on a much less formal basis than skin por ont 3. 
While their. members, in buying or selling, must give 
their transaction sufficient publicity to make its 
existence generally known at the time, rules or 
regulations relating to the sequence in which orders 
must be filled (as is the case in Toronto) or to floor 
procedures generally are either very limited or non- 
existent (see Appendix 43 - By-Laws and Rulings on 
Trading - T.S.E. Circular No. 3). 

FLOOR GOVERNORS 

164. The Board of Governors of the Toronto Stock 
Exchange appoints floor governors to supervise flogr 
procedures during trading hours. The floor governors 
have authority to make decisions whenever a dispute 


between members may arise over a transaction, and have 


power to discipline floor traders and clerks as noted 


above. 
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PRIORITY OF ORDERS FOR CUSTOMERS 
165. An important ruling with regard to trading, 


from the standpoint of, the protection of the public, 

was recently introduced by the Board of Governors of 

the Toronto Stock Exchange., This states that "Orders for 
the accounts of customers shall have priority over all 
other orders executed on the TraGilng  . Lowe ca a ae 
phrase "orders for the accounts of customers ... shall 
not include an order for the account in which a member 
or a partner, director, officer, shareholder or emplayee 
of a member ... has an interest direct or indirect, 
other than an interest in a commission charged.” At 

the time this ruling was made, it represented an 
important step forward in ensuring the public of 
complete priority in obtaining the best possible price 
in either the purchase or sale of a given security. 

As far as the Exchange can learn, Toronto was the first 
exchange to introduce such a far-reaching protective 
measure for the public benefit. It is understood that 

a similar ruling has since been adopted by other 


exchanges. 


SPREADS 


166. The spread in the price of a stock is the 
differential between the bid and the asked prices. 

A stock which is $50 bid per share and is offered at 
$51 per share has a spread of $1.00 per share or 2h 

on the bid price. The size of the spread in the market 
of various stocks will vary substantially in accordance 
with a number of factors, the more important of which 


are stated below. 
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167. Factor 1 - Availability: The spread in the 


market of an issue with a relatively small number of shanes 
outstanding is usually larger than the spread in the 
market of an issue with a large number of shares 
outstanding. Few people hold the stock and, therefore, 
few people are interested in it; consequently, it trades 
infrequently and, in many inactive issues, as long as 

a week will pass with no transactions. Inactivity 
naturally results in wide spreads, as there is no 

buying pressure to bid up the price to the offering 

Side and there is no selling pressure. to lower the 
offering price down to the bid. When inactive issues 
suddenly become active due to unexpected news, the 
spread will immediately narrow. The following are 
examples of spreads in the markets of relatively 
inactive industrial and financial stocks as companed 
with spreads in the markets of active stocks. 


Spreads in the Markets of* 
Inactive Listed Stocks 


Security Bid Offered Dollar Percent 
Price Price Spread Spread 
on Bid 
Price 


Imperial Life 


Assurance $121.00 $134.00 $13.00 10.7% 
Dominion Lime 

Products 6.00 Tepia © LeglS Cied 
Niagara Wire 15.00 15.00 2.00 15.4 
Cdn. General Electric 32.00 35.00 3.00 9.4 
Anthes Imperial "A" 11.50 12.50 1.00 8.7 


* Prices as of May 31, 1962 
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1 Spreads in the Markets of * 
Active Listed Stocks 
2 j 
Security Bid Offered Dollar Percent 
a Price Price Spread Spread 
on Bid 
4 Price 
5] Calgary Power $20.575 $20.50 $0.125 0.6% 
6| Salada Foods 12.875 13.00 0.125 1.0 
7 Shawinigan Water & 
Power 22.25 22.50 0.25 e: “ek 
8 
International Nickel 68.00 68.25 0.25 0.4 
9 
Abitibi Power & Paper 44.75 45.00 0.25 O56. 
10 
* Prices as of May 31, 1962 
11 
12|| 168. Factor 2 - The Stock Price: Comparisons 


13|| between high priced (above $50 per share) and low 


14] priced (below $15 per share) stocks indicate that, 

15 With all other elements (such as number of shares out- 
16 standing) equal, as prices increase so does the dollar 
17 spread in the market, but, at the same time, the per- 
18 centage spread declines. This holdsespecially true.of 
19 penny mining stocks iene the dollar spread may be only 


20 one cent but the percentage spread may be as high as 10%. 


21 The following table indicates typical dollar and per- 


22 centage spreads of stocks in various price ranges. 


23 Average Spread 
is Supposed to a i 
24 
10 active stocks selling 
25 above $50 per share 1.0625 10973 
26 10 active stocks selling 
below $15 per share Q¥v2h5 2.7326 
27 
10 active mining stocks 
28 selling below $1.00 per 
share 0.0065 4.3273 
29 
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169. Spread in Preferred: Spreads in the prices. 
of preferred stocks are usually very wide, because most 
preferred stock issues have only a small number of 
Shares outstanding and most of the shares are held by 
long term investors. As preferred stocks are fixed 
imcome securities, they trade very little and, very 
often, there will be no offering whatsoever. 


PARTICIPATION IN THE MARKET 
BY "PROFESSIONALS" 


LTGs A "professional" may be defined as a 
person who buys or sells for the short term -- as a 
practice -- or consistently -- and not only on rare 


occasions. Naturally, he does this for a profit and 
therefore takes advantage of a market movement which he 
thinks unusual and unjustified. For example, the price 
of a stack may be unduly depressed by "panic" on the 
basis of an isolated bit of bad news about the company, 
or it may have a spectacular rise because of some 
favourable news story. The professional, in the first , 
case, may buy, or, in the second case, sell or sell 
short. In either case, the action of the professional 
will probably have a stabilizing influence on the 
market, and he therefore tends to create the same 
result as the "specialist" is supposed to do in the 
United States markets. And it must be emphasized that 
not in all cases does the professional make a profit; 
this operation has in it a large element of risk, and, 
to have any suceess at all, the trader must be bold, 
skilful and experienced. Some members of the Exchange 


do professional trading, but there are no statistics 
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available to indicate either the amount or the profits 


- if any - from such operations. 


SPECIALIST TRIAL IN TORONTO 


ET1: In an endeavour to give the best possible 
service in filling orders for elients, it was decided 
to try out the specialist system in Toronto three years 
ago. However, the practice was discontinued when it 
was found that the-specialist, in fact, pes no 
useful purpose in our market, where the value of the 
shares is, on the average, very much less than. in 

New York and where the broker here is, to a large 
extent, fulfilling the role of both the jobber and the 
broker in London. It is interesting to note in this 
connection that discontinuance of the "jobber" system 
in London is now being considered as = aos unnecessarily 
cumbersome, and there is some doubt as to the need for, 
or the efficiency of, the specialist in New York. 

The large underwriting houses which have stock exchange 
affiliates may from time to time have substantial 
positions in issues which they have underwritten or 
sponsored and, to this extent, act as "specialists", 
but these positions, as a rule, are of a temporary 
nature. Very few member firms maintain large investment 
positions in equities for their own accounts (see 
Chapter IX). 


THE TORONTO STOCK EXCHANGE 
DOLLAR AND SHARE VOLUME 


LT? The number of shares traded on the Toronto 
Stock Exchange has fluctuated in a wide range during 


the past ten years, but there has been a noticeable 
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1 uptrend as shown in the table at Appendix 19. The 
2 heavy volumes recorded during 1955 and 1956 were largely 


3 due to the activity of the mining and western oil stocks 


4 in those.years. Mining and western oil stocks still 
5 have an important - but, in recent years, a declining - 
6 influence on the Toronto Stock Exchange as illustrated 


7 by the following statistics: 


8 The Toronto Stock Exchange 
Mining & Oi1 Share Volume and Value as a 
9 Percent of Total Volume and Value 
10 Year Share Volume Share Value 
11 1961 86.8% 29.8% 
1960 90.7% 53.6 
12 £959 91.3 38.5 
13 The Toronto Stock Exchange 


Industrial and Mining Volume and Value 


Industrials. Mines and Western Oils 


Share Dollar Share Dollar 
Volume Value Volume Value 


1961 95,077,878 $1,772,758,204 624,243,098 $753,591,665 
17], 1960 43,758,216 812,338,745 425,933,327 410,991,746 
1959 66,114,430 1,114,209,434 697,120,181 716,212,893 


18 

19 LTS The relative position as to volume and values 
20 of the mining and western oil stocks listed on the 

21 Toronto Stock Exchange is declining due, in part, to 

22 the development in Toronto of a large industrial market. 
23 It is anticipated that this trend will continue as 

24 Canadian secondary and heavy industry expands - although 
25 Toronto should still continue to hold a pre-eminent 

26 place as a mining and oil share market relative to 

27 other exchanges in Canada. 
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1 SIZE OF TRANSACTIONS 


2) 174. The size of the typical transaction on the 
3 Toronto Stock Exchange varies in a wide range. Regular 


4 trading units or "board lots" are as follows: 


5 
MINING SHARES 
6 
Shares selling under $1.00: 500 shares 
7 Shares selling at $1.00 and over: 100 shares 
8 OTHER SHARES 
z Shares selling under $25: 100 shares 
Shares selling at $25 and under 
10 $100: 25 shares 
Shares selling over $100: 10 shares 
11 
12 L775: Individual or retail orders to purchase 


13 industrial stocksare usually for 100 shares, while orders 
14 for institutions are rarely for less than 1,000 shares. 
15 Large institutional orders, i.e., for 10,000 shares 

16 or more, are usually executed over a period of days, 

17 and very large orders are generally distributed among 


18] a number of members of the Exchange. 
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PART I 
PRIMARY DISTRIBUTION 
176. For definition as in The Ontario Securities 
Act (Sec. 1(1)), see Appendix 20. 


REQUIREMENT FOR PROSPECTUS 
WAIVED FOR LISTED STOCKS 


LTT. Sections 38, 39 and 40 of the above-noted Act 
require the filing of a prospectus with the Securities 
Commission before “primary distribution", but Section 
4] (b) of the Act states that Sections 38, 39 and 40 do 
not apply to securities "that are listed and posted for 
trading on any recognized stock exchange when such 
securities are sold through such stock exchange." It 
is as a result of this Section 41 (b) that the Toronto 
Stock Exchange is responsible for supervising the 
primary distribution of shares of some of its listed 
companies, i.e., those engaged in mining and oil 
production. On the other hand, it has always been the 
accepted practice in Ontario that primary distribution 
of securities in the industrial category will be made 
only after filing a prospectus with the Securities 
Commission, notwithstanding Section 41 (b). 

INDUSTRIAL PRIMARY - BY PROSPECTUS 

178a. As a result of the above-noted long-established 
practice, the Toronto Stock Exchange lists only the 
issued capital of industrial companies; hence, if such 
a company wishes to raise further funds by the issue 
and sale of additional treasury shares, this must be 
done off the Exchange by a public offering accompanied 


by a prospectus which has been filed with the Securities 
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Commission - in other words, the shares are traded on 
the Exchange only after they are issued and in the hands 
of the public. 


INDUSTRIAL PRIMARY - NOT BY PROSPECTUS 


178b. But it must be noted that "primary distribution" 
by the Securities Act definition (Sec. 1(e)(ii)) includes 
trades in "previously distributed securities" under 
certain circumstances, i.e., where control of.a company 
is involved. In such cases, blocks of such securities 
may be distributed with permission of the Toronto Stock 
Exchange off the floor of the Exchange, such permission 
being only granted in special circumstances; for example, 
when the stock to be sold and the actual sale on the 
floor of the Exchange might unduly depress the price of 
the security. In spite of the fact that the transaction 
takes place off the floor, under certain prescribed rules 
such sale is considered to be made "through the facilities" 
of the Toronto Stock Exchange and, therefore, a.prospectu 
need not be filed. 

MINING AND OIL PRIMARY - EXCHANGE RESPONSIBILITY 

179. Unlike the practice with industrials, the 
Exchange requires the initial listing and posting for. 


trading of the entire authorized capital of mining and 


oil companies, whether issued or not; hence, should 
this type of company wish to raise further capital by 
the issue and sale of additional shares, it| may do so 
only with the consent of, and on terms agreeable to, 
the Exchange - and, although a prospectus is not 
required, there must be very complete disclosure as 


discussed hereunder. Thus, the Exchange has assumed 
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an extremely onerous responsibility, which at present 
represents possibly 90% of its regulatory activities. 


REGULATING MINING AND OIL PRIMARY 


180. The efforts of the Exchange to supervise, 
regulate and control this type of primary financing. 
have been devoted to two principal areas: 
(a) Option and underwriting terms 
which must be met by persons or companies 
concerned (see Exchange Circular No. 5 at 
Appendix 21.) 
(bo) Full disclosure of all material 
facts through the medium of a "filing 
statement". (Sample form at Appendix 


22 and Ruling 49 at Appendix 23). 


181. Option and Underwriting Terms: It will be - 


noted that under Cireular No. 5 the following rules, 


inter alia, apply (these have been developed over the 


years as the result of experience and after discussion 


with the Securities Commission): 

(a) An option without an underwriting 
shall not be accepted; 

(b) An underwriting in almost all 
cases must be payable in full forthwith; 

(c) The minimum underwriting or sale price 
shall be 15¢ a share except under exceptional 
circumstances or following a capital re- 
organization involving a change of name 
and consolidation of shares; 

(d) The amount of an underwriting shall 


normally be not less than $30,000; 
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(e) The initial price at which an 
underwriting can be made is limited as to 
the amount of discount allowable from the 
current market; 

(f) Not more than 1,000,000 shares 
can be included in any one agreement, and 
not more than 200,000 shares can be 
acquired at any one price, except that 

an option on 200,000 shares may be 
permitted at the same price as the 
underwriting Gee the underwriting 
is for 200,000 shares; 

(g) Price spreads between options 
are to be at not less than 5¢ per share 
up to 50¢, not less than 10¢ per share 
from 50¢ to $1.00, and not less than 
25¢ per share thereafter; 

(h) Individual option instalments shall 
come due at intervals not exceefing three~-~ 
months, and the whole agreement shall not 
embrace a period longer than eighteen months ; 

(i) Acceleration of the time at which 
options become due is provided for in the 
event of a sharp rise in the market price 
of the shares; 

(j) No underwriting or option agreement 
will be accepted which does not provide 
for notice being given to the Exchange of 
any sub-options or sub-underwritings prior 


to their being entered into (this includes 
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the names of all parties who have a legal 
or beneficial interest); 
(k) The underwriter, who must be a 

member of the Exchange or a registrant 

with the Ontario Securities Commission, 

takes full responsibility for the actions 

of any sub-underwriter or sub-optionee, and 

he is held to account as if the latter's 

actions were his own. 
182. Filing Statements: Like a prospectus, the 
filing statement must make full disclosure. It must 
disclose not only the information concerning options 
and underwritings, but every other item or action that 
will result in any material change in the business or 
affairs or control of the company. A "Filing Statement 
Committee" of eight members (three of the present 
Committee are members of the Board of Governors) 
meticulously examine each statement and "accept" it for 
filing, or reject it. In the latter case, the company 
may not proceed with the proposed option - underwriting 
or other act - and, if it should persist in doing so, 
its shares will be suspended few trading or be 
delisted. 

To give expert advice and so assist the 
Committee, a highly qualified mining engineer has been 
retained on an annual basis; the same man is a consultant] 
with the Securities Commission. 

Examples of information in filing statements 
are: a) any payments made or proposed to be made to a 


promoter or finder in connection with a proposed 
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1 underwriting or property acquisition; b) a brief 


2 statement of the company's future development plans, 

3 including proposed expenditures to be made from the 

4 amount raised by an otdatmint tad ec) the company's 

a chief development work during the past year; d) the 

6 names and addresses of any vendors of any property or 

7 assets to be purchased, and the amount of the consid- 

8 eration paid or to be paid; e) the names and addresses 
9 of persons who have received or will receive a greater 


10 than 5% interest in the consideration; f) the terms 


11 of any escrow agreement, the number of shares escrowed, 
12 and the names and addresses of anyone holding a more 
13 than 5% interest in escrowed shares; g) the names and 


14 addresses of the five largest registered shareholders; 

5 h) the names and addresses of persons whose share holdings 
16 are large enough to materially affect control of the 

17 company; i) a statement of investments in other 

18 companies held by the subject company, showing the 

19 cost or book value and the present market value thereof; 
20 3) a statement of any lawsuits pending; k) the dates, 

21 the parties to and the general nature of every material 

22 contract which is still in effect and not previously 


23 disclosed. 


24 183. Exempted Companies: If a company is well- 


25 established and is unlikely to resort to primary 

26 financing through the Exchange, the Board of Governors 
27 may exempt it from submitting filing statements, and, 
28 indeed, at present only some 400 companies of the more 
29 than 1,000 listed come under Ruling 49; most of these 


30 are mining and oil companies in exploration or early 
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development stage and have in the past resorted to, 
or are likely in the future to resort to, primary 
distribution. It is interesting to note that, in 
1961, a total of 183 filing statements (including 
amending statements) were dealt with by the Committee. 
184. Publicity; These filing statements are ; 
available to the public; copies go to all members of 
the Exchange and to the press. The Exchange makes 
every effort to ensure that in these statements there 
is complete information such as might be of value to 
an investor, to the shareholders and to the public 
at large. There is some disappointment on the part of 
the Exchange that there is not more apparent use of 
such information by news media and by shareholders of 
the companies concerned. 

A major portion of the administration of 
the filing statements has been in regard to so-called 
non-arms-length transactions between the directors or 
officers of the companies and the companies themselves. 
This is a particularly sensitive area and one in which 
shareholders are more appropriate complainants, either 
to the company or the courts, than the stock exchange, 
which is open to the accusation that it is attempting 
to run the internal affairs of listed companies. 
Shareholders' actions of this sort, however, have been 


notable by their small number. 
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SCRUTINY OF ANNUAL REPORTS 


185. The Exchange carefully reviews the annual 
financial reports of these companies to ascertain if 
money raised has been spent for legitimate purposes 
and in conformity with the intentions expressed in the 
filing statements. This goes beyond what is undertaken 
by the Ontario Securities Commission or the Companies 
Braneh of the Provincial Secretary's Department, and 
has been the cause of criticism from companies 
concerned as being unwarranted “meddling” in company 
affairs, but the Exchange considers it an essential duty. 
In several recent cases, the Exchange has noted, for 
example, from the material submitted, dtctene considers 
to be excessive salaries and administrative charges not 
warranted by the company's activities and has insisted 
that they be reduced or eliminated. 
"NON-ARMS-LENGTH" TRANSACTIONS 
186. As intimated in para. 184 above, the Exchange 
is much concerned with the arms-length character of 
a proposed transaction. muenkae it was found that, 
in some cases, properties or other assets were being 
purchased by companies from interested parties at what 
appeared to be unconscionable prices, a ruling was 
recently passed by the Toronto Stock Exchange which 
reads as follows: 
"Tn a transaction between a non-exempt 

company and a vendor who is a director, officer 

or major shareholder, the assets sold to the 

company shall be for a cash consideration no 


greater than the vendor's costs. If such 
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vendor has owned the assets for twelve 

months or longer, in addition to the cash 

consideration, shares may be issued which 

are 100% escrowed. In both cases, the 

transaction shall be subject to the 

approval of shareholders at a meeting for 

which the notice shall set out all material 

details of the transaction. 

The Filing Statement Committee shall 
have discretion at all times in imposing the 
above restrictions on such a transaction.” 
Discretion as to the application of this 

ruling had to be left with the Filing Statement 
Committee, because the Board of Governors were aware 
that there would be cases where a director, an officer 
or a principal shareholder might own property which 
subsequently became very valuable and which he should 
Sell to his company, and for which, in all fairness, he 
should receive more than his out-of-pocket expenses. 
In other cases, the Exchange has required the approval 
of shareholders before accepting a filing statement 
where it considers that the conflict of interest should 


be brought to the attention of shareholders. 


ESCROWS 


187. Escrow agreements to which the Toronto Stock 
Exchange always becomes a party, covering shares in 
listed companies, also afford considerable protection 
to the public. These agreements usually have to do 
with vendor's shares. The Stock Exchange permits a 


release of one-third of these shares at six-month 
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intervals only if sufficient money has been actually 
spent on the development and exploration of the property 
eoncerned. Where properties are abandoned before 
sufficient work has been done, the Exchange often require 
a return to the treasury of at least some portion of the 
vendor's escrowed stock, prior to allowing a new 


% 


underwriting. 


MAINTAINING ORDERLY MARKET 


188. The Stock Exchange, when it considers that 
there are not enough shares in the hands of the public 

to assure an orderly market, requires the underwriter 

to distribute the shares underwritten or optioned at 
prices not greater than what would be considered a 
reasonable mark-up from the take-down price; and, before 
continuing must submit proof of satisfactory distribution 
of those shares below the range stipulated. At all 
times, an underwriter is held to account for the order- 
liness of the market in the underwritten shares and he 
may be penalized if, following distribution, he completely 
ignores the market for these shares. 


RESULTS OF PRIMARY FINANCING 


ON THE TORONTO STOCK EXCHANGE 


189. (a) 1952 to 1961: It is difficult to assess 
the significance of the money raised in this way, nor 
are figures or results available for comparison as to 
capital raised from the sale of "unlisted" mining 

{ 
securities over-the-counter. From 1952 to 1961, we do 
know that $366,661,784 was provided for 452 listed 


mining companies by the underwriting or optioning of 


their treasury shares. Of these companies, 327 are 
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1 still listed, 23 have been delisted for a variety of 

2 reasons, and 2 have become industrials. 

3 (b) 1957: A study was undertaken of the 

4 126 mining companies financed through Exchange facilities 
5 in 1957, and it was found that the amount received from 

6 options and underwritings was $53,060,832. 33 of these 


7 companies eventually became producing mines for at least 


8 a period of time; 4 (of which 3 are uranium producers) 
9 have achieved production in excess of $50,000,000 each 
10 sinee 1957; 20 companies have each had gross production 
11 of $1 million to $50 million; and 9 companies have each 
12 produced less than $1 million. Obviously, this method 
13 of raising funds is of prime importance to the companies 
14 concerned. 

15 SUMMA RY 

16 190. The above paragraphs 180 to 188 indicate 

17 generally the methods applied by the Toronto Stock 

18 Exchange in attempting to discharge its responsibility 
19 to supervise, regulate and control primary distribution 
20 through the Exchange. Many other Exchange regulations, 
21 of course, also apply to this type of stock transaction 


22 and lend strength to the Exchange's difficult task of 


23 protecting the investor and at the same time not 


24 strangling or unduly obstructing the flow of capital 


25 for the development of our natural resources. 
26 191. Alternative Methods of Primary Financing: 
27 (a) Many people - in fact, many members of 


28 the Toronto Stock Exchange - would remove this practice 
29 of primary distribution from the Exchange and leave the 


30 Exchange to pursue its true function of a market place 
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for securities already in the hands of the public. 

Such a course would remove what appears to be the 
anomalous situation which now exists where, on one hand, 
the Exchange strives to improve and increase the public 
interest and regard for equities, and, on the other 
hand, must act as a medium for the financing of highly 
speculative enterprises. 

(b) The alternative would be primary 
financing of the mining and oil ventures by prospectus 
under the direct control of the Securities Commission. 
We say hat wewit control" because, of course, even now, 
the Commission is the superior authority and the 
Exchange operates always subject to the overriding 
legislative regulations administered by the Commission, 
with whom the Exchange always works in harmony and 
close co-operation. 

192. It is difficult to see how the Commission 
could do much more than the Exchange is now doing, 
although, of course, the Commission staff would in no 
way be affected by the results of their decision to 
accept or reject a prospectus and the attendant plans 
for financing the enterprise, whereas the members of 

the Stock Exchange who sit in judgment on these matters 
may be - and often are - indirectly affected, i.e., on 
the assumption that the more stocks listed, the more 
trading there will be. The only answer to this is the 
fact that the members of the responsible committee are 
scrupulously honest and objective in their consideration 
of the proposals that come before them; more than this, 


there is no doubt that the experience of at least some 
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members of the committee in the vagaries and intri- 
cacies of this type of financing, and their personal 
knowledge of people in the industry - promoters, 
underwriters and optionees - are of great value. 
193. Perhaps it is no more than fair to say that 
although these members seem to "lean over backwards” 
in trying to ensure that the investor gets a fair 
deal, they are, in fact, indirectly acting in their 
own self-interest, because they realize that a "bad" 
deal is bad for the investment industry, bad for the 
Exchange, and that means bad for their business. 
194. It is quite certain that any alternative 
method of arranging primary distribution would be 
subject to the following disadvantages when compared 
to the present system: 

(a) The use of a prospectus would be very 
much more expensive because of printing and 
legal fees; 

(b) The processing by the Securities 
Commission under present regulations would 
require an independent audit of the company's 
finances, which would add to the cost. The 
Exchange accepts the certificate of the 
company auditors; 

(c) There would be a lack of discretion and 
flexibility in processing through a government 
agency; 

(d) There would be much longer delay in 


getting approvals. 
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1| CONCLUSION 


2 195. It is doubtful indeed that any public servant, 
3 judicial or administrative, would act more decisively - 
4 or more objectively - or with more experience - or 

5| with greater consideration for the investor - than do 

6|| the Governors and their Committees. 

7 It is suggested, therefore, that the present 


8 system of primary distribution be left as it now is. 
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1 PART IT 
2 PRESENT CANADIAN LEGISLATION 


196. Each of the ten provinces now have a Security 


w 


a 


Act and, in addition to this, there is the Dominion 

5 Companies Act, a number of Provincial Companies or 

6 Corporations Acts and Companies or Corporations 

7| Information Acts; all might be considered, in part at 

8| least, "security legislation". The fraud provisions of 
9|| the erinitGe) Code also has to do with security dealings 
10| (wash-selling, ete.) 

11) 197. In Ontario, "The Securities Act" (R.S.O. 1960, 
12|| Ch. 363) and, supplementing it, Regulation 543 (R.R.O. 
13| 543), has been in force since 1945 - although frequently 


14| revised. The provisions of the Act have been closely 


15 followed in the security statutes of Alberta, Saskatchewa 
16 and Quebec, and it is understood that British Columbia 

17|| and New Brunswiek may shortly adoptlegislation of a 

18 similar pattern. 

19|| TREND TO UNIFORMITY 

20 198. This trend to uniformity of legislation in the 

21 security field is more evident than in other areas, 

22|| e.g., corporate law, and there is good reason to assume 
23|| that the trend will continue. Experience has shown that 
24|| as security business became more prevalent and important 


25 in any province, the need for regulations became apparent 


26|| The natural course to be taken by the province concerned 
27|| was to draft and enact legislation very similar - if not 
28 in exact terms - to statutes in other provinces which had 


29|| been tested and proved by practice and experience. 
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THE ONTARIO SECURITIES ACT 
199. This is both a "regulatory" and a "full 
disclosure" type of statute; that is to say, it provides 
for a selene of three who have wide powers of 
regulating the industry ey 
(a) the approval and registration of 
practically every person in any way connected 
with security issuing or trading; 
(b) the investigation of individuals' 
or companies’ books and affairs generally; 
(ec) consenting to the operation of a stock 
exchange ; 
(d) accepting - or rejecting - prospectuses, 
etc., etc., 
It is a "full disclosure” type because it sets 
out in Sections 38, 39 and 40 the "full, true and 
plain disclosure" which is required of each company 
before the distribution of its shares to the public. 
CO-OPERATION AMONG PROVINCES 
200. In recent years, there has been an ever- 
increasing degree of liaison and co-operation between 
the various provincial commissions or other relevant 
authorities. The exchange of information extends to 
reports on individuals, registered or denied registration); 
to administrative procedures and techniques; to suggested 
amendments or modifications to bring uniformity in law 


and regulations, and in other areas of mutual interest. 


There is a North American Association of Securities 
Administrators which meets annually, and, in addition, 


the Canadian Administrators meet annually to exchange 
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opinions, discuss mutual or individual problems and 
collaborate generally. 

UNITED STATES SECURITY LAWS 

201. There may be said to be four types of 
securities statutes in the U.S.A: a) The Securities 

Act of 1933, which is a "full dsedip thant type of law 
pertaining to the initial sale of securities only after 
eertain, and very complete, information is given to 

the public; b) The Securities Exchange Act (1934) 
dealing with the regulation of trading after the primary 
distribution, i.e., after the security is in the hands 
of the public; this Act regulates the stock exchanges; 
e) The State Security Laws - and there is one in almost 
every State - originally known as "Blue Sky Laws"; and 
a) Uniform Securities Act (1958), which has been adopted 
by some of the States in whole or in part and replaces 
the former “Blue Sky Law" of the State concerned. This 
Act is Erronmeerne to the Ontario Securities Act. 
PROBABLE FUTURE CANADIAN COURSE 

202. Had we in Canada 48 or 50 provinces with 48 or 
50 statutes, with commissions or administrators - and 
policies - subject to the political whims of the 48 or 
50 electorates, it is quite certain that the investment 
industry of Canada would favour federal legislation and 
eontrol. tsdleet) we have but ten provinces; four - or 
perhaps six by this time - have practically uniform 
security legislation; all ten consult and exchange 
information, as necessary; and experience has shown that 
as additional provinces find that they need more refined 


and perhaps more drastic legislation, they will probably 


i : 
— , ? a ' 7 n : je 


we : - | cratn® oto 


bas ameidexg Levbtvibat ic Leutum eavoelb vanotatqe 
-Yiletenes steicdsiics 


QWAL YILIAUISS eat are. 


te aeqys suct ed et biee od yem ered? #fOS 
aoltitiuose ont (8 :A.8.U old of eotutste eolttiiauosa 
wel tc eqyt "exrmacfoath Dfut" «* at dokdw .d€CL to tok 
tetis yloc eetviuneea tc elea Letting edd cd antotsiteg 
cd mevig el ockismrctnt .steiqmcos ytev bone .tsittes 
(H2QL) tod egnstoxd 2etitruoe® of? (d yotiduq edt 
tesmiarq odd tetis antbatd tc actisiugss ont ditw gnitseb 
ebned edt nk et yiiauose ont r9tts ~eoct detiudiaterb 
reegnetioxs Nocte ont aeteluget toA etdt :otiduq edt te 
vecmise of onc ef ote bos - aval YIhuwoe2e ofele onT (0 
bie ,"awed yA2 sula"” ee@ oweowt yilentgtac ~ otete YISVS 
stqchs seed eed doldw .(88@L) goa eottiusos® mctiav (b 
2eoalqet bis. draq ni sc sficdw nt netetereds tc omce yd 
aidT .benteonco eteta edd to “wal ye ould" romrct ond 
»tOA Sotitawvose citgind srit cv elderegmco-ekt tod 

SEfU00 WAIGAMAD SAUTUA Sia AGOAT 

rc St rittw aeontverq O02 tc BE sbemed nit ow bell »SQs 
os - arcleiteinimbs tc encleetmmco dtiw ,eetudste 02 
so 8 oft te amtdw Leottifcq edt cit tostdua - astotioed 
tneateevat odd tesit Atsiies eiiup et tl .eetsrctoefs.0a 
os Ackisletgel Isexebet revs’ binew sbensd tc yrteubnat 
1c + tuct :aeontverq net tud eved ew cnelicints Lox aco 
miction ylisottiosiq sven - smtt atdd yd xte eq aired 
eededaas bose tivenco net (fe inotielatmel ysiinuose 

edi owedea eed eonstreqxe bas iYTse22900N |@8 .actismrc tnt 


sattet esicm been yes tect batt eeontverq Lenctétbbse as 


'dedorq Lfiw ved .nolveletgel ottasth s1cm.aqedieq bae8 | Ie 


Nethercut & Young A. 156 


Toronto, Ontario 


follow closely the provisions of the Acts in the four 

or six provinces as referred to above. 

FEDERAL LEGISLATION 

203. One hears in Canada occasionally the suggestion 
that we should have a federal law similar to the 
Securities Exchange Act, and the implication is that such 
a statute would render a great service to our investment 
industry. - This, of course, is not necessarily so. 
Experience has shown that in the United States their 
legislation does not remove completely breaches of ethica 
or legal codes., e.g., the recent exposures of some 
specialists and other irregularities in the operations 

of the American Stock Exchange. It is true, of course, 
that under the S.E.C. there are some requirements (for 
example, with respect to disclosure of directors trading 
in the shares of their company, or the disclosure of thos 
interested in "takeover" bids, to name two) which might 
well apply to (ied ies Salata or stock exchanges. But 
a federal law to compel such disclosure and perhaps other 
desirable terms is not necessarily the answer; this can 
be, and no doubt will be, accomplished in due course, 

as other refinements in our practices have been 
introduced - when the need and demand is apparent - by 
either provincial act or stock exchange and/or I.D.A. 
regulation. 

204. If, by federal securities legislation, we 

could assume the substitution of a federal act and 
department for the ten provincial acts and administrative 
departments, there are some in the industry who would 


acknowledge an immediate advantage in this by removing 
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duplication and establishing a higher degree of 
uniformity of ate TOE! oP and of the law than exists 
at present. But if it meant the addition of one more 
piece of security regulation, with one more department 
Ssuperimpased on those now existing, it would meet with 
the strongest opposition from the industry. To justify 
federal legislation and administration, the problem of 
security regulation must be identified as a national 
problem. In Canada, this is not the case. It is” in 
great measure a local problem, particularly in the 
matter of registration of brokers, etc., and can best 

be dealt with at that level. 

205. The Securities and Exchange Commission has 
brought some semblance of order out of the chaotic mass 
of security legislation and regulation which existed 
prior to 1933, but, at the same time, it has imposed 
delays and expense upon the investment industry which, 
it is hoped, aid? nevet be experienced in Canada. 

206. The important feature which one must keep in 
mind when thinking of Federal Securities Legislation 

is that with the legislation must go the burden of 
administration. And in any federal department charged 
with the administration of a set of regulations, there 
is a well-known propensity to keep the power of decision 
at the "summit"; there is an antipathy to the delegation 
of authority and, even where there is delegation, there 
is a vast reluctance on the part of the "delegate" to 
make decisions. Such a philosophy applied to securities 
administration across Canada would lead to expense, delay 


and frustration which could not help but militate against 


the proper functioning of securities markets. 
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IMPROPER SALE OF CANADIAN 
SECURITIES IN U.S.A. 
207. The only feature of the securities industry 


which might be regarded as a national problem in the 
past has been the sale of Canadian securities in the 
United States, resulting in the contravention of American 
laws. But even this problem ean be effectively dealt 
with by such attion as was taken in this province by 

the industry itself, and by the measures adopted by the 
Securities Exchange Act in the United States in regard 
to the withdrawal of the use of the mails. In March of 
1961, the Broker-Dealers' Association of Ontario, 

at the instigation of and after "urging" by the Toronto 
Stock Exchange, prohibited Lnéeslaenbens from selling 
securities in the United States in contravention of the 
U. S. laws. This action has virtually eliminated this 
type of activity in or from the Province of Ontario and 
incidentally resulted in a considerable number of 
broker-dealers going out of business. It should be 
noted that the Exchange does not allow persons who have 
violated the laws of other jurisdictions in the distrib- 
ution of shares to take part in primary distribution 
through the Exchange. 

208. In summing up, then, it might be said that 

the work already done in the field of security legislatio 
has achieved most of the desired results with little or 
no disruption of normal business and a minimum of 
expense to the taxpayer or security issuer. The 
Chairman of the Ontario Securities Commission, in the 


administration of his office, has acted with a minimum 
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of discretionary powers, but with scrupulous regard for 

the Act and with dedicated devotion to the rule of law, 

resisting all temptation to rely on administrative fiat. 
The infrequency of appeals from the Commission's rulings 
and the uniform lack of success of any such appeals are 

eloguent testimonials to the effectiveness of the 


securities administration in Ontario. 


CONCLUSION 


209. The Toronto Stock Exchange is of the opinion 
that a Federal Securities Act is neither needed nor 
justified, but does suggest that the Federal Government 
urge upon all Provincial Governments the need for 
uniform securities laws and similar administrative 


regulations. 


MARKET MANIPULATION 


209A. See. 323 and Sec. 325 of the Criminal Code 
(see Appendix 47) both refer to offences related to 

the "manipulation" of stock prices. Item "C" of Sec. 3 
of By-Law 11 of the Exchange (Appendix Saoner to the 
same subject. During the past three years, there have 
been only two prosecutions under the Criminal Code; one 
resulted in a trial and re-trial with two hung juries, 
and the other resulted in a "guilty" plea and conviction 
for fraud. There have been no charges laid under Item 
"o" of Sec. 3 of By-Law 11. All the above indicates 
that if there is market manipulation, it is extremely 
difficult to identify and, even if identified, ver 
a@ifficult to prove. 

20908. Perhaps the difficulty in identifying and 


proving market manipulation is due largely to the fact 
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that it is quite proper to carry out dnavene uses which 
may materially affect the market but which are considered 
legitimate and are part of the normal workings of a free 
market. It is extremely difficult to differentiate 
between these and those other transactions which’ are 
carried through with the intent to prety peetaltes fa rid deceive. 
209C. To legislate adquately against manipulation 

is indeed difficult. It may be useful for the 

Commission to take note of Sec. 9 of the United States 
Securities Exchange Act at Appendix 48. This deals 

with manipulation of security prices, and a comparison 
with our Sections 323 and 325 of the Criminal Code 

might indicate that Sec. 325 should be amended or 
extended to include some of the provisions of the said 
Sec. 9 - for example, 9(2). 

209D. The Exchange suggests that the Commission 
might recommend that the Department of Justice study 

this subject and, after consultation with Stock 
Exchanges, Provincial Securities Administrators and 
others, decide whether or not amendments to the 


Criminal Code are needed. 
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PART III 
THE T.S.E. AS A SELF-POLICING ORGANIZATION 
210. It is frequently said that the Toronto Stock 


Exchange is a self-policing organization. This, toa 
large extent, is true and derives from the Act of 
Incorporation (1878) and Supplementary Letters Patent 
(1941); these extended the powers and objects of the 
Corporation, viz: 
"T > enact by-laws, not contrary to law, for 
the constitution, government, control, regulation 
and management of the franchises, rights, 
privileges, contracts, obligations, seaguastious 
and affairs of the Corporation and of and between 
the members, and to impose penalties and 
forfeitures in respect thereof." 
It may be of interest and useful ns out here some 
of the regulations which the Exchange has imposed 
upon, and enforced against, its members in its efforts 
to carry out these responsibilities. 
BY-LAWS AND RULES AFFECTING MEMBERS 
211 (The first figure is the number of the 
By-Law, the second figure the section): 
(a) No member may form or maintain an 
affiliated company without the approval of 
the Board (1 - 4(a)); 
(bo) A seat may not be transferred, 
pledged or mortgaged without ereeere of 


the Board (1 - 6); 
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1 (c) A member's seat shall be held 
2 in trust for the firm or corporation (and 
3 their creditors) of which the member is a 
4 partner or director (1y- 6); 
5 (d) The Board may - and does - either 
6 as a result of a complaint or of its own 
Fs volition, investigate the conduct of a 
8 member or any of his partners, or may 
9 appoint any other person or an auditor to 
10 investigate (10 - 2) (13 --5); 
11 (e) If any member shall be adjudged 
12 by the Board of Governors guilty of a 
13 violation of any of the By-Laws or Rules 
14 or Regulations of the Corporation, or of 
15 failure to obey or conform to any decision 
16 of the Corporation or the nbaaas or of any 
17 conduct, proceeding or method of business 
18 which the Board in their absolute discretion 
19 deems unbecoming a member of the Exchange, 
20 or inconsistent with just and equitable 


principles of trade, or detrimental to the 


interests of the Exchange, the Board may 


impose any one or more of the following 
penalties, viz: (1) a fine not exceeding 
$15,000, 

(2) suspension for such period or periods 
and upon such conditions, if any, as the 
Board may determine, and (3) expulsion; 
and, in addition thereto, may declare 


forfeit the seat and membership of any 
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member expelled (11-1). 
Note: For definition of "conduct unbecoming, 
etc...", see Appendix oh. 

(f) A member is liable for the acts of 
his employees - and his partners or direc tesa 
and officers, if he is a member of a 
corporation (11 - 2); 


(zg) Attorneys representing the same member 


may not trade or compete with each other in 
the making of bids or offers at the same 
time v the same security (12 - 2); 

(h) Attorneys must be approved by the 
Floor Procedure Committee, their appointment 
is renewed each year and may be revoked at 
any time (12 - 5-6); 

(1) Attorneys may be fined up to $500, 
suspended or expelled for unethical sangiat 
(26 - 9). For definition, see Appendix 25. 

(j) No member may form a partnership, 
admit a new partner or permit a partner to 
retire, or dissolve or change the name of a 
partnership, or opena branch office, without 


the Board's approval (13 - 1) (38); 


(xk) If a member defaults in his 
liabilities or engagements to the Corporation 
or to the Clearing House, or to another member, 
he may be suspended by the Board; if a weule:t 
becomes bankrupt, he is automatically suspended 


(21 - 2-9); 
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(1) Members and their attorneys must 

operate under the trading regulations 
described in Chapter 6 of this brief; 

(m) Members must carry a blanket fidelity 
bond in amounts determined by the Board (28); 
(n) Members must maintain, for each client 
having a margin account, a form of agreement 
as approved by the Board and signed by the 
client. 

(9) Audits of members’ financial affairs are 
carried out at such times and in such a way 
as the Board or Exchange Auditor may direct. 
In addition, the Board requires each member 
to file periodically with the Exchange 
answers to a financial questionnaire. 
Following this, the Exchange Examiners, who 
are Chartered Accountants in the employ of 
the Exchange, make a physical check of the 
books, records, accounts, customers' 
securities, etc., in the members’ offices. 
The Exchange Auditor and the Exchange 
Examiners then report to the Audit Committee 
and, if a financial situation is not 
satisfactory, the Board may suspend the 
member ; 

(p) The Board may require a panel auditor, 
the Exchange Auditor or Examiners, to repaparte 


and supervise the operations of a member ; 
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(gq) The Board may require a member to 
change his system of bookkeeping or record 
keeping; 

(r) The Board determines the amount of 
net free capital to be had by members; 
(s) Advertising by members (press, radio 
or television) is controlled (47); 

(t) Employees who deal with the public 
(salesmen or customers’ men) must be 
approved by the Exchange (49); 

(u) The Board requires a report on short 
positions as of the close of business on 


the 15th and last day of each month (56) 


and a statement of outstanding loans each 

month (60). 
ele. The above regulations have been developed 
over a period of many years; some have been passed 
quite recently; others will no doubt be added as time 
goes on. It is the policy and determination of the 
Exchange that its affairs shall be conducted in accord- 
ance with the highest principles of ethics as an 
efficient quasi-public institution. 1¢ ae be noted 
that, having regard to the type and volume of trans- 
actions, the lack of written contracts, the amounts of 
money involved in every day of trading, and the unawte 
sums involved in a year's trading on the EXGREDEM there. 
are extremely few complaints or eva tions af malpractic 
REFERENCE LISTED COMPANIES 
ie The above refers to members, and the 


regulations affecting the listed companies - and comments 


thereon - are discussed in Chapter VIII below. 
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1 PARTr oa I 
2 THE UISTED MARKET 
3 EVOLUTION OF LISTING POLICY 
4} 214. Listing policy or the determination of the 


5 qualifications for listing on the Toronto Stock 
6 Exchange has been under continuous development over the 
7 past ten years. Although they can only be described in 


8 general terms, the tendency has been to increase the 


9 requirements whilethe listing of both industrial and 
10 mining and oil issues have remained in about the same 
11 proportion (see para. 222 below). There is a constant 
12 revision of the stock list occurring, as well as net 


13 changes reflected in the total listings. 


14] FLEXIBILITY IN POLICY NECESSARY 

15 215. The Exchange does not wish to develop a list 

16 of highly speculative industrial issues, but, at the 

17 same time, it is conscious of a responsibility to provide 


18 a market place for smaller industrial companies. 


19 Between these two objectives, a listing policy has been 
20 evolved, not always with absolute consistency, as it is 
21 felt that a considerable measure of flexibility is 

22| highly desirable in this field and that the combined 

23 experience of a representative segment of the industry 
24|| provided by the members of the Listing Committee is well 


25| qualified to exercise such discretion to the best 


26 advantage. The Exchange policy endeavours to ensure 
27 that all companies deserving or worthy of listing will 


28 be accepted. 


2) INDUSTRIAL QUALIFICATION 
30] 216. Industrial listings are now considered on the 
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basis of the earning record of the company, proof of 
consistent earnings being regarded as removing the 
Security from the highly speculative field. However, 
if'a company cannot show earnings of sufficient 
consistency but can show net tangible assets of over 
$1,000,000 and working capital of $250,000 or more, 

and can provide a projection of earnings satisfactory 

to the Listing Committee, the Committee may consider 

it a case for exercising a large measure of discretion. 
MINING AND OIL QUALIFICATION 

21dea On the mining and oil section of the list, 

a similar evolution of policy has taken place, also 

in the direction of higher listing requirements. In 

the case of mining enterprises in the exploratory phase, 
companies are considered eligible when' they have carried 
out preliminary exploratory work by diamond drilling and 
other means so that they are able to provide a competent 
engineer's report recommending a programme of shaft- 
sinking or adit construction to test the indicated 
ore-body by underground testing. The company must also 
be able to show cash on hand or a proposed plan to raise 
sufficient funds to carry out the recommendation. As 
this stage of development does not ensure a successful 
mining enterprise, it is inevitable that this listing 
policy will result in a number of dormantmining listings 
which have proven their pr (pertbeamintrebe- uneconomic in 
the course of carrying sut the tea a by 
then. when listed. So far, it has proven impossible to 
develop a minimum standard of performance which would 


have to be met to permit such companies to remain on 
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the list and which would be equitable to both existing 
pia future shareholders, although some progress has 
been made in that ar bs sport It egarert; however, 
that the listing of a company at this stage of its 
asvdespiede gives the public shareholder a fair "run 
for his money". 
OIL AND NATURAL GAS QUALIFICATION 
218. Listing requirements as applied to. oil and 
natural gas producing companies developed rapidly as 
western oil discoveries were accelerated in the early 
1950's. It, t90, has been a progression in the 
direction of increased requirements. The selection, 
as in the case of mining companies, has left a number 
of dormant or nearly dormant companies on the list. 
A greater trend toward mergers has reduced their 
number, perhaps to a greater extent than in the case 
of mining companies. Present policy would seek t9 
make a selection among small companies on the basis 
of adequate financing and a sufficient cash flow 43 
ensure the continued life of the company. Experience 
would suggest net cash resources of about $200,000, 
net cash flow of $25,000 to $50,000. This would mean 
net reserves of 750,000 to 1,000,000 barrels of light 
5il on a 4% annual production rate. 
OTHER FACTORS RE LISTING 
219. In addition to these particular measurements 
applied to applicant companies, such factors as 
distribution sufficient to provide an adequate auction 


market, the sponsorship of new issues and the total 


market value of shares in the hands of the public must 
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of necessity be taken into consideration. 
COMPARISON WITH NEW YORK 
220. A comparison with the standards of eligibility 


for listing on the New York StocMtExchange, while it 

may be of interest, does not prove to be particularly 
helpful. The American Stock Exchange listing regulations 
have been less restrictive than Toronto, but are now 
being revised with a view to setting a higher standard. 
Yardsticks on the New York Stock Exchange such as 
$1,000,000 of demonstrated annual earning power after 
all charges, including taxes, and net tangible assets 

of at least $10,000,000 or aggregate market value of 
common stock of $10,000,000, merely serve to emphasize 
the disparity in size of, the .S.E. and N.Y.S.E., and 
the industry of the two countries. The New York Stock 
Exchange seeks to provide a market place for the major 
nationally known domestic and foreign corporations with 
shareholder lists of 1,500 or more. 

eel. There are five Canadian industrial companies an 
six mining companies with shares listed on the New York 
Stock Exchange and on the Toronto and Montreal Exchanges. 
Relative trading volume in these issues on the three 
exchanges is shown in Appendix 45. An analysis of 
trading in interlisted issues on the Toronto, American 
and New York Stock Exchanges is given in Appendix 44, 
which serves to indicate the extent of trading in 
Canadian issues on American exchanges. (Note: ia 
are now 55 industrials and 54 mines interlisted on the 


Toronto and American Stock Exchanges.) 
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NUMBER LISTED ON T.S.E. 
222. At December 31, 1961, there were 1,117 issues 


on the Toronto Stock Exchange. Of this total, 620 

were industrials and 497 were mining and junior oil 
stocks. During the period between December 31, 1950, 
and December 31, 1961, the number of listed industrial 
stocks increased by 107 or 21% and the number of listed 


mining and oil stocks increased by 95 or 21%, as shown 


below; 
Industrials Mines and Western Oils 
Hos Ge Ro. OL NO. oh Ho. of Total 
new companies stocks listed new stocks Listin 
listing at Dec. Jl companies listed Dec.31 
listing at 

Year Dec Jl 

1948 te 493 sb, oot 

1949 7 BD 12 364 

1950 i ee 513 AL 402 

1951 14 oe we 59 44g 

1952 1d 556 . 90 479 

195) 12 552 ewe 503 

1954 13 529 21 518 

1955 14 534 24 536 

1956 29 569 by: 554 

1957 20 eels 15 S4E 

1958 9 608 6 522 

1959 a 614 L} SL 

1960 i 617 , 2 501 

1961 18 620 6 497 

ISSUES TRADED DAILY 

22). The number of different issues traded on the 


Toronto Stock Exchange during a typical day varies in 


a wide range, as illustrated by the following statistics; 


Period Most Active Day Least hative Day Average 
January . 
1962 724 574 695 
May 1962 805 555 667 


The number of issues traded during a typical day on the 


New York Stock Exchange usually varies between 1,200 and 


1,400. 
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BONDS AND DEBENTURES 
224. At present, there are nq bond or debenture 


issues listed on the Toronto Stock Exchange; all bond 
trading in Canada is done "over-the-counter". This 

has proven to be an efficient and satisfactory system 
and there seems little to be gained by the listing of 
bonds on the ones In stock business done by members 
of the Toronto Stock Exchange, the broker ordinarily 
acts as an agent, whereas, in the bond business, the 
broker buys or sells aS a principal. There is a 
substantial amount of bond trading carried on by bond 
houses who are not members of the Toronto Stock Exchange. 
BONDS IN NEW YORK 

225. At December 31, 1961, there were 1,186 bond 
issues listed on the New York Stock Exchange having a 
total par value of $113 billion, comprised of 69% U.S. 
Government, New York State and City bonds, and 28% 

of United States company bonds. Bond trading volume on 
the New York Stock Exchange totalled $1.6 billion during 
1961. This would appear to be relatively small in 
relation to the total bond volume transacted during the 
year. 

LISTINGS ON THE T.S.E. BY TYPE OF INDUSTRY 

226. See Appendix 26. 

PROCEDURE AND REQUIREMENTS ON LISTING 

227. The information and documents required to 
support an application for listing an 5 sndnatnaaae 
company is at Appendix 27 and, to support application 
for listing a mining, oil or natural gas gompany, 


at Appendix 28. 
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1 LISTING AGREEMENT AND FEES 
2 228. (a) A copy of the listing agréement to be 


3 Signed by listed companies is at Appendix 29. 
4 (b) The listing fees of the Toronto Stock 
3 Exchange are set out in Appendix 30. The most note- 


6 worthy changes in recent years have been: 


7 i) The introduction of an annual 

8 sustaining fee of $100 in 1956. This fee 

9 was not made retroactive and now applies to 

10 somewhat less than one-third the listed 

11 companies. 

12 ii) In 1960, the minimum listing fee for 

13 both mining and industrial listings was increased 
14 from $1,000 to $2,000. 

15 iii) In 1962, revisions were made whereby 

16 a 50% credit could be given on the fees for 

17 listing the Canadian subsidiary of a foreign 

18 company provided the parent company had been 

19 listed on the Toronto Stock Exchange. 

20 iv) In 1962, a reduction in the fees 

21 Payable on a stock split and on large capital- 
22 izations, which favoured lower-priced industrial 
23 companies with large share issues. 


24 NEW YORK FEES 

25 229. The listing fees of the New York Stock Exchange 
26 are substantially higher than those of the Toronto Stock 
27 Exchange both on the initial listing fee and on sien 

28 annual fee basis, as would be expected. The minimum 


29 initial listing fee is the same - $2,000 - but the 


30 initial rate is one cent per share for the first 500,000 
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shares. The minimum continuing fee (payable for 
fifteen years) is $500 and is at an initial rate of 
$100 per 100,000 shares. 


REGULATIONS GOVERNING LISTED COMPANIES 


250. A copy of Exchange Circular No. 6 with Summary 
of these regulations is at Appendix 31.. It.will be 
noted that these provide, inter alia: , 

(a) Company must give notice to.the Exchange 
of any proposed option, underwriting, sale or 
issue of treaSury shares (see Circular No. 5, 
Appendix 33); 

(ob) Company must provide an annual report and 
financial statement to its shareholders and to the 
Exchange; 

(c) The Governors of an Exchange may at any 
time require a company to submit to the Board a 
financial statement; 

(d) Mining, oil and gas producing companies 
must give notice to the Exchange of any proposed 
mortgage, etc., on its property or equipment ; 

(e) Company must give prompt notice to 
shareholders and the Exchange of any action 
with respect to dividends or rights, and give 
adequate time for European shareholders to 
exercise those rights; 

(f) Company must complete and file an 
annual guestionnaire; 

(g) Company must give notice of any material 
change in the business or affairs of the company, 


e.g-, (unless specifically exempted) change in 
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Board of Directors; change in share ownership 

sufficient to affect control of the company, 

acquisition or disposition by the company of 

any mining or oil property or interest, or of 

shares in another company at a price in excess 

of $25,000 payable otherwise than in shares of 

the company; a new management contract, etc. 
ADEQUACY OF COMPANY REPORTING 
231. In a brief submitted in 1956 to the Royal 
Commission on Canada's Economic Prospects, the Security 
Analysts' Association of Toronto stated "that it 
believed that individual investors, as well as 
institutional investors, played an important role in the 
provision of capital to industrial companies, and that 
a better informed investing public would materially 
assist in the further growth and development of our 
country’. In 1959, the Toronto Stock Exchange and the 
Montreal Stock Exchange wrote a letter (Appendix 32) 
to listed companies urging them to provide interim 
finaneial reports to. shareholders in order that they 
might keep abreast of current financial and general 
corporate information of their company. In these briefs 
and letters, the Security Analysts and the two Stock 
Exchanges made certain definite recommendations which, 
if heededby public companies generally, would have 
contributed substantially to the improvement of corporate 
reporting and to the enlightenment of meniaiadves and 
security analysts alike . A recent survey on financial 


reporting in Canada, however, bears out the fact that 


only a few of the companies acted upon these recommend- 


ations. 
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232. With some notable exceptions, Canadian public 
companies generally seem to fail to recognize their 
responsibility to shareholders and to see the immeasurabl 
value a well-informed analyst plays in fostering new 
investor confidence in their securities. It is the 
Stock Exchange's view that it is inconsistent to 
encourage wider ownership of Canadian securities without 
encouraging more informative company reporting. Share- 
holders have a right to know about events and trends 
affecting their company when they are happening, and 
not a year later when the stock market has already 
discounted the news long in advance. 
IMPORTANCE OF SECURITY ANALYST 
aI? Generally speaking, we can assume that most 
shareholders buy and sell shares on advice from their 
broker, investment counsellor or trust officer. A 
shareholder's confidence in his investment is primarly 
induced by what others in financial circles have to say 
about the company in which they are investing. 
Consequently, the most important medium for presenting 
a company's image to the shareholder is the security 
analyst, but, to obtain his favourable endorsement, 
the company must assume responsibility for issuing 
financial reports that are both more frequent and bold 
in their attempt at full and plain disclosure of the 
affairs of the company. Shares of a company which 
provides inadeguate information on which cietratu and 
investors generally can base reasonable conclusions 
tend to act irrationally in the market place. This, 


in turn, tends to destroy confidence and limit investor 
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acceptance of that company's securities. 
INFORMATION REQUIRED FROM COMPANIES 

254. The Canadian Institute of Chartered 
Accountants published results of a survey which they 
completed on the financial pepoxbint of 300 Canadian. 
public companies over a four-year period from 1957 to 
1960. It is interesting to note from figures in the 
survey that, in the area of the particular recommend- 
ations made in the 1956 brief of the Security Analysts, 
there has been only a modest attempt on the part of 
companies to improve their reporting methods. We 
endorse the recommendations that were made in this 
brief and believe that they should be reiterated once 
again as being essential for inclusion in Interim and 
Annual Reports: 

(a) As a general rule, companies should provide 
sales figures in order that a measure of comparison 
of company and industry trends may be established. 
The disclosure rate in Canada is not good, as cited 
by. the fact that only 30% of the companies 
disclosed sales figures in 1960 compared with 
29% in 1957. This is surprisingly low in 
comparison to U. S. companies as indicated by a 
survey of 600 companies in the United States, 
which showed that 98% disclosed their sales 
figures. It is also interesting to note that 
in 1960 only 45% of the Canadian companies 
issued supplementary financial data, a decrease 


from 51% in 1957. 
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(b) Companies should report their operations 
and those of their subsidiaries on a consolidated 
basis, identify their subsidiaries and set out the 
basis of consolidation. Again, however, only 74% 
of the companies consolidated all their subsidiaries 
in 1960, compared with 70% in 1957. 

(ec) All companies should provide two-year detailed 
comparative statements of all accounts in order to 
facilitate the comparison of figures from one year 
to another. In 1960, approximately 59% of the 
companies provided statements in comparative form, 
compared with 50% in 1957. 

(d) Companies should be required to disclose the 
nature of long-term lease commitments in the financial 
statements and in further detail in the accompanying 
notes. It is evident that in recent years, lease 
financing has become more and more papular aS a means 
of financing a company's capital requirements. of 68 
firms in the survey known to be committed to long- 
term leases, 46 had not provided any information 
whatsoever. 

(e) Companies must recognize that bare figures 
in financial statements tell only part of the story. 
Complete discussion of points which need clarifying 
is essential in order that there can be no misinterpre- 
tation of the facts. 

(f) The issuance of Interim Reports is of 
fundamental importance in keeping shareholders and 
analysts currently informed of the affairs of the 


company. There is considerable room for improvement, 
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1 however, for only 19% of the 300 companies 
2 surveyed produced interim financial statements. 


3 UNITED STATES REQUIREMENTS 


4 2555 It is obvious from these few comparisons that 
5 the Canadian shareholder and security analyst is at a 
6 disadvantage from his U.S. counterpart in being able 

7 to arrive at a well-informed opinion, as the flow of 

8 information from Canadian public companies is not as 

9 adequate as it might be. In the United States, the 

10 Securities Act of 1933 requires that companies with 

11 listed securities issue annual and interim reports. 

12 Many companies recognizing the value of good share- 

13 holder relations have gone beyond the requirements of 
14 the Act. 

15 RECOMMENDATIONS 

16 236. The Toronto Stock Exchange suggests that the 
17 following recommendations would go a long way towards 
18 achieving what is desired by shareholders and analysts 
19 alike in setting up a uniform standard of corporate 

20 reporting. 


21 We suggest that legislation be effected under 


22 the jurisdiction of the federal and provincial Companies 
23 Acts and the provincial. Securittes Acts,-establishing a 
24 high, uniformsset of standards requiring full disclosure 
25 of the accounts of the company. We also suggest that 

26 it be made mandatory that companies provide Interim 

27 Reports in addition to their Annual Reports. | 


28 ANNUAL REPORT 


29 257. The Annual Report should be comprehensive 


30 endugh in its scope to enable one to relate the company's 
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performance to industry as a whole and should include, 
where practicable and possible, among other things: 

1. A complete consolidation of the accounts 
of the parent and subsidiary companies, the : 
identity of each subsidiary and the basis of 
consolidation of each. 

2. Two-year detailed Comparative Balance Sheets. 


3. Two-year detailed Comparative Earnings 
Statement. 


4. Detailed notes to the Balance Sheets and 
Earnings Statements. 


5. Explanation of accounting methods. 
6. Statement of Earned Surplus. 
7. Annual Review of Operations. 
8. Two-year Statistical Summary of Operations. 
9. Source and Application of Funds. 
var 


10. Sales Breakdown. 


ll. Ten-year Comparative Statement of Income 
and Balance Sheet items. 


12. Expenditures on Research. 
ite Labour Relations. 

14. Trend of Industry. 

15. Officers and Directors. 


16. Description of Outstanding Securities, 
Options, etc. 


17. Lease Arrangements. 

18. Description of Plants and Properties. 

19. Summary of Products. 
238. We would point out to the Commission tit these 
recommendations have in the past been approved by the 
Financial Analysts Federation, recommended in previous 


briefs to The Royal Commission and legislated in the 
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Securities Act of a foreign country. These recommend- 
ations are therefore not new, nor are they unreasonable 
demands to be made of Canadian public companies. 


EXCHANGE REGULATION OR INTERVENTION 


239. Frequently, one hears criticism of the Stock 
Exchanges for their failure to compel listed companies 
to issue quarterly reports and to disclose more detailed 
information - it is said that also in other ways the 
Exchange should exercise more control by either refusing 
to list or by suspending those now listed. There may be 
some ground for this criticism in some areas, but the 
Exchange is often in a quandary as to how far it should 
invade two distinct areas of responsibility: 

(a) that of Government, and 

(b) that of the shareholder. 
LEGISLATION VS. REGULATION 
240. Po a is good for companies listed on one 
Exchange to issue quarterly reports, give particulars 
of directors, holdings and transactions in the company 
shares, etc., etc-., is it not equally good for unlisted 
companies or for companies listed on another Exchange to 
do likewise? It is suggested that such matters should 
be the subject of study and possible legislation so that 
all companies in the jurisdiction should be subject to 
the same requirements. This legislation can be achieved 
by co-ordination of provincial Corporation or Security 
Law and by amendments to the Dominion Companies A682 
SHAREHOLDER ACTION OR EXCHANGE INTERVENTION 
Oui. How far is one Exchange justified in standing 


in the shareholder's shoes and intervening, or attempting 
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to intervene, in his company's affairs? The Toronto 
Stock Exchange does go a great way in this respect with 
regard to mining, oil or gas producing companies, but, 
even here, the Exchange must exercise careful judgment , 
and discretion; it is impossible to know in most cases 
whether a deal is "good" or "bad". The best that can 
be done is to compel complete disclosure and endeavour 
to ensure that the information disclosed has wide 
circulation. This we do through the filing statements 
referred to in Chapter 7, Part I. 
TAKE-OVER BIDS 
2he, This is perhaps a suitable place to discuss 
methods of making "take-over bids", i.e., offers made 
by one person or corporation to purchase shares at a 
certain price and in a quantity sufficient to give the 
offeror control of the offeree company. These bids 
or offers can be broken down into two basic kinds: 
(a) Those where the officers and/or directors 

of the company whose shares are being 

sought have no prior knowledge of the 

bid, and 

(bo) Where the officers and/or directors 

(or at least some of them) have advance 

warning of the intentions of the buyer 

and in some instances may have negotiated 

the terms of the bid. 
244, (A) There is no legislation (and probably anauie 
be no legislation) which denies the right of an individua 
group or company to make an offer for a block of shares 


on any terms or conditions which he (or they) may regard 
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1 as appropriate. However, in the case of (a), it would 
3 seem to be the duty of the officers and/or directors of 
3 the company in question to adopt the following policy 


4 with regard to the take-over bid: 


5 (1) Recommend either acceptance or rejection 

6 of the offer on the part of the shareholders. 

7 (2) State their own individual intention 

8 with regard to the offer. 

9 (3) Provide shareholders with an up-to-date 

10 statement of the current position of their 

11 company, aS well as some indication as to its 

12 future outlook. 

13 (B) In the case of (b), where the officers and/or 
14 directors have advance information, it would seem 
15 that they have the following obligations to their 
16 shareholders: 

17 (1) Insist, if possible, on the bid being made 
18 on a pro rata basis for all shares. (Note: This 

19 would apply more particularly in the case of large 
20 public companies where a public offer for shares is 
21 made. It would not apply where a large or controlling 
22 block is purchased privately.) 

23 (2) Insist, if possible, on the bid remaining 

24 open for a sufficient period of time to allow all 
25 shareholders to deposit their shares. 

26 (3) Require, if possible, that if the offer 

27 is for cash, the buyer disclose his Viet sila: 

28 with regard to the operation of the company in 

29 the future. 


30 (4) Require that if the offer is an exchange 
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of shares, as full information as possible 
concerning the "buying" company be made available. 
(5) Recommend acceptance or rejection of the 
offer. 
(6) State their own individual intentions with 
regard to the offer. 
(7) Provide shareholders with an up-to-date 
statement of the current position of the company, 
as well as some indication as to its future outlook. 
244. As to the buyer, it would seem that, generally 
speaking, his or its name should be disclosed; the 
offer should be left open for a reasonable period and 
shares deposited within that period should be allocated 
on a pro rata basis. But there may be, in some cases, 
good reason for not doing these things. 
245. It must be appreciated that the Stock Exchange 
influence in this matter can extend only to those 
companies whose shares are listed on the Exchange, and 
there is some doubt as to the wisdom of imposing a 
method of action on such companies which might place them 
at a disadvantage vis-a-vis unlisted companies, including 
foreign companies. Nevertheless, it is the intention 
of the Toronto Stock Exchange to consult as soon as 
possible with other financial organizations which are 
interested or involved in the making and accepting of 
such offers (banks, trust companies and other Canadian 
stock exchanges) in an effort to evolve a code of 
procedure which wil be acceptable to all of them and 
at the same time will not unduly embarrass or restrict 


persons or companies in the conduct of their affairs. 
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246. The Toronto Stock Exchange considers that 
legislative action, probably by amendment of federal 
and provincial Companies Acts, is desirable in laying 
down a code of procedure to be applicable to all : 
parties to such "bids" - provided, however, that 
enactment of the same code in all provinces and by the 
Federal Government should be simultaneous. Such 
amendments should be made only after most careful study 
and consultation with business and financial organizations. 
There seems to be general agreement that take-overs, 
mergers or amalgamations are an essential feature of 
economie growth and development, and care must be taken 
that the right to take such action is not unreasonably 
cribbed and hampered. 

(Note: The Jenkins Committee Report on Company Law 
Revision in Great Britain, June 1962, paras. 265 to 294, 
pages 98 to 110, has interesting comments and recommend- 
ations on the subject of "take-overs".) 


DIFFERENCE BETWEEN OVER-THE- 
COUNTER AND EXCHANGE TRADING 


247. The basic difference between transactions on the 
Exchange and over-the-counter is that, in the case of 
the former, a common meeting ground is established for 
all attorneys to buy and sell, while, in the case of the 
unlisted market, transactions are finalized between 
brokers over the telephone, telex, by mail or any other 
means of communication available. This precludes any 
maintenance of formal records or quotations, and, as a 
consequence, any listings of quotations, volume highs, 
lows, or such pertinent information as may find its way 


into the daily press, must of necessity be at best an 
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approximation. A typical trade in an over-the-counter 
mining or oil stock would proceed along the following 
lines. 

METHOD OF TRADING 

248. The broker receives an order to buy 1000 shares of 
X Gold Mines at 33 cents on a market which he has quoted 
as 452 Bid 34 Asked. Upon receipt of this order, his 
tradee, drawing upon his experience and memory, begins 
to call brokers he knows to have an interest in this 
particular stock. He may, in his first call, complete 
this trade, or, at the end of his rounds, still have the 
order in hand and have nothing to show for his labours 
but the fact that he has identified himself to the 
street as a 45 Bidder for the other traders to store 
away in their memories for the future. Thus, unlike a 
common trading floor, where bids and offerings are a 
matter of common knowledge, the over-the-counter trader 
must be constantly in touch with other brokers, displayin 
his wares and receiving in return a run of such securitie 
as the other dealers have for purchase or sale. If he 
consummates a trade, nothing is exchanged between 
principals but the word of the trader, which, with his 
background of experience, is the over-the-counter dealer' 
most treasured stock in trade. Member firms then clear 
the trade through their clearing house, and trades with 
non-members are qualified by axehenge of contracts and 
subsequent deliveries are made under an informal nile 
broadly based on Exchange regulations. 


UNCERTAINTIES 


249, While there is no guarantee that the client will 
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buy his stock at the best offering or sell his stock 

at the best bid, an experienced trader will almost 
constantly achieve this in spite of the elements of 
dispersal which constantly militate against his trading. 
Dealings are frequently negotiated without regard to 
fixed spreads or amounts of stock, and the inexorable 
law of supply and demand applies at all times. 


CHANGES IN THE UNLISTED 
MARKET LIST, 1935-1960 


250. In previous cycles of the unlisted market, 

notably in the eras of 1935-8 and 1943-7, the market 

in mines, particularly, was broad, active and, at times, 
more vigorous and active than the listed market for this 
class of securities. A very close parallel today in 
content and volume would be the Canadian Stock Exchange. 
The unlisted mining market, however, began to decline 
around 1945, when a large number of companies contributin 
to the volume were accepted for listing, and finally 
came to an abrupt halt when the Ontario ee eies 
Commission invoked new regulations calling for the sale 
of all classes of securities not listed on an approved 
exchange to take place by prospectus only. This led to 
still more listings, and to the sale of newly discovered 
mineral properties to already listed mining companies 
rather than the formation of new companies with what 

was considered the odious formality and expense of 
in@orporatipn and distribution of prospectus. The 
practice of incorporating discoveries into already 
listed companies persists and, although the Toronto 


Stock Exchange has in recent years taken a long and 
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searching look at listing applications, the present 

trend is to use the Canadian Stock Exchange and Vancouver 
Stock Exchange as distributing apparati. The somewhat 
more liberal attitude of the Canadian Stock Exchange 
toward listings and, indeed, its vigorous solicitation 

of listings throughout the country, has encouraged this 
development. 


PRESENT SITUATION IN UNLISTED MINES 


251. At the present moment, perfunctory trading takes 
place in hundreds of mining companies daily, but these 
consist Ue entirely of unproven or semi-proven 
prospects which have been kept alive over the years in 
anticipation of successful operations or, as in the 
ease of gold, the possibility of a rise in price. 
UNLISTED INDUSTRIALS 

252. As with mines and oils, the dealer in unlisted 
industrials acts as principal, prepared to buy or sell. 
Without his services, there would be no way for an 
investor to know the market value of his securities. 

He thus provides, to some degree, the "liquidity" which 
is more adeguately and readily available to the listed 
securities through the facilities of the Exchange. 
LIQUIDITY ESSENTIAL TO ATTRACT CAPITAL 

253. Liquidity is an essential consideration to 
investors and, if no market quotation is available, the 
investing public will lose confidence in securities. 
This could lead to increased difficulty in scbubiia the 
capital required for development of the Canadian economy. 
Dealers participating in the unlisted market must create 


buying interest when securities are offered for sale. 


cia quill hs thane 
saa tro 


‘B85 A 
Inezerq edd .ancideoilage gnitatl ts Neel entdoress 
muconsVY Bas saneroxE YootS nstbansd orld sey ot et baer 
tscwonce edt .ftersqqs gattudintetb as esnedox® Wocve 
sgosioxd Aoct& melbsmsd eAd te sbudtits Cstedil stom 
actistiotice anctcatv att .peehnt big -eanttetL biewe?d 


it begeiicome gad .yrtnuco erit trenguerdd egattvetl ‘te 


-dosmgqc leveb 


cAMIM CHTELiIMU MI MOLTAUTIE Titwaars 


exist anibaertd ytctonutreq ,tnemem tne2erg ot tA Lee 
eeend gud .yiteb aetasgmes aotonim tc ebersnud nt soe8lq 
neveriq-imee tc neveranu te vlettias teomin taftenco 
nt erpey sdt seve evils tqe% need sven dotriw atoeqecrg 
edgv mi e@8 .%tc encitstveqe [uteaeooue te “neltdeqtotins 


-soitg ni gsety gs te yiilidiaaca eri ~bica tc gesgo 


@LALATEUGUI deTelsIuy 


bedetinn mii relssb eft .eftec bogs senio ddiw cA 6.S8e@s 
[fee sc ywd c betsqe tq .f[eqtoning as etos éLlatrteubot 
ts act yew cn ed blucw evedi .890iviee etd sucdsiw 
-2sliiyvoea atd to sulsav textem edd wend ct coteevat 
idw "yoibtuptt" sd¢ .,sevgeb emcee ci .8ebiverq audt oH 
etatl ed? ct sfidseliave yiibes: bos yletsupebs sxc et 
-egnedoxd sdtv tc estititost add figuetid esttixrvose 
GATIGAO TOARTTA OT JAITMRBER ¥YTTALUGLA 

cd nclisnrebtance [ettnezes ng et Wtotuphs ~€2s 

it attuakaes at sclisveup toutem co TL .bne excteesvat 
-2efitmvose ot sonebitaco eect Lftw siidug wdindeauhdl 
3 gnttwoee ak vLuoltte beesetont ct beef biuco aetaT 
ness melOosnsd ot te tnemqe leveb ict betivpet {stiaso 
S19 teum Jexvteq hacalinn ead ot anlisqiotirvsq etsfigsed 


-efs8@ act berettc erg esitiwoee nedw testetnt aniyud 


ies | Fis 


14 


Hes 
Wl 
| 


Nethercut & Young AG 189 


Terente, Ontario 


Acting as a principal, they must be prepared to buy or 
sell a reasonable amount when quoting a market. Necessit 
and sound business practice dictates that when a 
purchase is made, buying interest must be generated on 
the part of either their own clients or:-through their 
contact with other dealers. This, .of csurse, would not 
be necessary if a bid existed and was known to them. 
The operation of an unlisted trading department is 
costly, as it requires trained personnel and wide- 
spread communication facilities. 

TWO DIVISIONS OF UNLISTED TRADING 

254. There are two main divisions of the unlisted 
industrial market: 

(a) The first, which accounts for. the majority 
of the total number of traded and the. number of 
firms participating, is in the secondary market 
immediately following a new issue of securities. 
The major number of securities traded in this 
category are those where listing is contemplated. 
Usually, it is stated in the prospectus that 
application will be made for listing. This phase 
of trading makes a valuable eontribution to the 
successful distribution of the securities. After 
the initial placing of a new issue, there is, as 
a rule, a sufficient amount available to the market 
t2 warrant maintaining a consistent market. This 
particularly applies to those issues that actu wt 
a premium immediately after issue. There have, 
however, been cases of the supply available to the 


market being at a discount from the original issue 
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price due to liquidation by members of the selling 
group or distress selling by original investors. 
Another important supply of securities to this 
market is that part of a security gold dn the 

form of a unit containing common shares or warrants 
to purchase common shares. The number of dealers 
whos participate in this secondary market activity 
varies and usually decreases as the activity 
declines. 

(b) The second division of the unlisted or 
over-the-counter market is made up of those dealers 
who maintain a continuous market on certain un- 
listed securities. In this category fall those 
securities such as Insurance Companies, Trust 
and Loan Companies and Industrial Securities. 

In all such cases, there is no announced intention 

to list. 
TYPICAL SPREADS FOR DIFFERENT CLASSES OF EQUITY 
255. The spread between the bid and ask price for 
unlisted securities is primarily dependent on the volume 
of trading. In active markets with considerable volume, 
the spread may be lowered to one quarter point. If the 
volume should decline, this spread may be increased to 
as much as two points or more if firm markets are quoted. 
It must be remembered that quoting unlisted markets 
involves liability, as the dealer is acting as a 
principal in most cases. 
TRADING AS BETWEEN CANADIANS AND NON-RESIDENTS 
256. There would be considerable variation in this 


category. There are comparatively few Canadian unlisted 
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securities that are consistently traded with non- 
residents, and an accurate estimate is difficult to 
make. It is our opinion that a rough guess would be 


10%. 


TRADING AS BETWEEN INDUSTRIALS AND MINES AND_ OILS 

257. Statistics are not available to assess accurately. 
the relative importance of over-the-counter trading in 
either industrials or mines and oils. It is our 

opinion that the volume would be considerably higher 

in the number of daily trades in mining issues, but 

this would not necessarily apply to an aggregate of 

of dollar volume over a period of one year. 


SIZE OF TYPICAL TRANSACTION 


258. The principal division involved in this question 
would be between industrial and:mining shares. In the 
case of the former and where the price of the equity 

is within the range of $5.00 and $50.00, the average 
transaction would be between 500 shares and 200 shares, 
dependent on price. 

TRENDS AND THEIR IMPLICATIONS. 

259. Insufficient information is available in connection 
with share and dollar volume, number of issues, etc., 

in the over-the-counter market to establish past, or 
project future, trends. In the opinion of the Exchange, 
the over-the-counter market fulfills a function with 
respect to certain types of shares which are not suitable 
- or not yet ready- for listing, and may be expedter to 
continue to perform that function in the future. 
IMPORTANCE OF UNLISTED TRADING 


260. The importance of the function of the unlisted 
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1 industrial market should be recognized, and it follows 
2 that, as the number of issues placed with investors 
3 increases, the trading facilities should also increase. 


4 Unless it is recognized that there is an obligation 

5 on the part of underwriting firms to later provide a 

6 market for the securities placed with the public, an 

7 important part of the mechanism by which capital may 

8 change hands will be missing. This will he a SSeaee g 
9 factor to the increased cost of sbtaining capital. The 


10 price the borrower of capital funds has to pay through 


11 issuing non-liquid instruments is evidenced in the 
12 mortgage fields. The necessity of making these 
13 instruments liquid is now recognized. 


14 REGULATION OF OVER-THE-COUNTER 
TRADING PRACTICES 


261. Too much cE ee has been given to the placing 

Fr: of issues with the public in the primary market without 
proper allocation of some part of the resulting profit 

i to the maintaining of trading departments whose duty 

Ps it will be to provide secondary markets. There is a 
close association of interest between members of the 

a stock exchanges and members of the I-D.A. of C. It is 

. therefore important that any form of regulation of 

. trading practices be considered in the light of its 

a effect on a dealer acting either as a member of the 

: stock exchange or the I.D.A. of C., etc. One example 

i would be the difference of regulations governing the 

F margin requirements for unlisted securities. 
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